JOHN N. HUGHES
ATTORNEYAT LAW
PROFESSIONAL SERVICE CORPORATION
124 WEST TODD STREET
FRANKFORT, KENTUCKY 43601

TELEPHONE: (502) 227-7270 INHUGHES@fewpb.net TELEFAX (502) 875-7059

September 30, 2005

SEP 3 0 oonpy
Beth O’Donnell :
Executive Director CHLLT
Pubtic Service Commission SRR
211 Sower Blvd.
Frankfort, KY 40601

Re: Case No. 2005-00325
Dear Ms. O’Doannell:

Please file the attached application for an adjustment of rates of Water Service
Corporation of Kentucky. A separate petition for confidentiality is being filed for certain
portions of exhibits contained in the application.

ubmittz by: /I/
ah thﬂj
24 West Todd St.

Frankfort, KY 40601

502 227-7270

Attorney for Water Service
Corporation of Kentucky






COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

Application of Water Service Corporation ) GEp 20 7005
of Kentucky for an Adjustment of Rates ) Case No. 2005-00325
)

PETITION FOR CONFIDENTIALITY

Water Service Corporation of Kentucky (WSCK) petitions the Commission
(“Commission”), pursuant to 807 KAR 5:001, Section 7 and all other applicable law, for
confidential treatment of three schedules related to pro forma adjustments, the Independent
Auditor’s Report and the })istribu}ion of- Expenses Report. In support of its Petition, WSCK
states as follows:

In accordance with it§ rules and Kentucky law, the Commission requires certain
information to be filed in support of an application for rate adjustment. Based on the reasons set
- _forth below, the information in question is entitled to confidential treatment under 807 KAR
5:001, Section 7, and all dther applicable law.

807 KAR 5:001§10(6)(k) requires the filing of the independent auditor’s report. That
report contain detailed financial information about WSCK and its parent Utilities, Inc., which if
publicly disclosed, could have adverse consequences to their competitive standing. Utilities, Inc.
is a privately held company operating in several states. The disclosure of detailed audit
information will provide its competitors with information that those competitors do not disclose
to Utilities, Inc.

807 KAR 5:001 generally requires supporting schedules for pro forma adjustments to the
test year. Two of those schedules, included in exhibit 4 of the application, contain employee

sensitive information about wages and salaries. Because of the area where WSCK operates,



disclosure of this information will create public awareness of personal information of the
employees and will disclose wage rates that may impact the company’s ability to attract and
retain employees.

807 KAR 5:001 also requires information about the allocation of expenses among
affiliates. Two documents in exhibit 12, the Distribution of Expenses Report and the Allocation
Manual, contain information about Utilities, Inc.’s non-Kentucky affiliates and its allocation
methods, which if disclosed would provide valuable financial and internal accounting policy
information to its competitors.

WSCK or Utilities, Inc. do not as a matter of company policy publicly disclose the
information described aboxfc, except as required by law or pursuant to a court order or subpoena.
The company’s internal policies are directed toward non-disclosure of the information in
question. In fact, the informatipn_will not be disclosed to any personnel, except those who need
to know in order to discharge their responsibilities. The information sought by the Commission
is not information customarily disclosed to the public and is generally recognized as confidential
and proprietary.

There 1s no significant interest in public disclosure of the attached information. Any
public interest in favor of disclosure of the information is outweighed by the competitive interest
in keeping the information confidential, thereby enabling WSCK to successfully compete for
business in Kentucky and other states. Disclosure of the information in question would put
WSCK at a competitive disadvantage. Moreover, the public interest would be best served by the
nondisclosure of the materials in question because competition would thereby be promoted.

The information that WSCK seeks to be afforded confidential treatment also constitutes a
trade secret under the two prong test of KRS 365.880: a) the economic value of the information

is derived by not being readily ascertainable by other persons who might obtain economic value



by its disclosure; and, b) the information is the subject of efforis that are reasonable under the
circumstances to maintain its secrecy. Both of the statutory tests are met in this instance. Only
WSCK and Utilities, Inc. are in a position to know its business operations and financial
condition. The economic value of this information is derived by WSCK and it parent
maintaining the secrecy of the information, since its competitors could obtain economic value
through its disclosure.

Pursuant to 807 KAR 5:001, Section 7(3), temporary confidentiality for the enclosed
information should be maintained until the Commission enters an Order as to this Petition. Once
the Order regarding confidentiality has been issued, WSCK would have twenty (20) days to seek
alternative remedies pursuant to 807 KAR 5:001, Section 7(4).

WHEREFORE, WSCK petitions the Commission to treat as confidential all of the

information identified in this Petition.

Dtk bl

N. Hughes
4 West Todd Street
Frankfort, Kentucky 40601
(502) 227-7270 (T)
(502) 875-7059 (F)

Attorney for Water Service
Corporation of Kentucky

Certificate of Service:

A copy of this petition was delivered to David Spenard of the Attorney General’s Office, 1024
Capital Center Dr, Frankfort, KY 40601 the 30 day ojeptember 200s. A/

Yt A /¢7

JoHin N. Hughes
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PricewaterhouseCoopers LLP
One North Wacker ’
Chicage 1L 606

Telephoe {3123 298 20048
Facsimile $3120 2948 2001

Report of Independent Auditors

To the Board of Directors and

Shareholder of Utilities, Inc.: CUH’%‘"AL
In our opinion, the accompanying consolidated balance sheets and statements of capitalization
as of December 31, 2004 and 2003 and the related consolidated statements of income, of cash
flows and of common shareholder’s equity present fairly, in all material respects, the financial
position of Utilities, Inc. and its subsidianies at December 31, 2004 and 2003, and the results of
their operations and their cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statemnents based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financtal statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made
by management, and evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

-

Fhicoenlickowsrloopets 1P

February 22, 200
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WATER SERVICE CORPORAYION OF KENTUCKY
Calculation of Saliry and Henelity
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WATER SERVICE CORPORATION OF KENTUCKY
Calculation of Peg Forma Operating Expense Charged to Plant

2004 W-2 2004 Taxes
(Allocated) {Allocated)

2004 Benefits per SE.50
(Allocated)

wip {b-2]

Tetal

Total Operating Expease Charged to Plant (from Schedule B)
Total Allocated Salaries, Taxes, and Benefits (from above)

Percentage of Pro Forma Salaries, Taxes, aod Benefits to Charge to Plant

Pro Forma Salaries, Taxes, and Benefits for Operators (ffom w/p {b])
Percentage of Pro Forma Safaries, Taxes, and Bencfits to Charge o Plant

Pro Forma Operating Expense Charged to Plant

{1} Adjustment to allocation for Daniel, Carl: ‘
Total taxes ]
Allocation (from revised allocations)
Total allccation taxes

Total benefits
Allocation {from revised allocations)
Total allocattd benefits

< (ONFIDENTIA



WATER SERVICE CORPORATION

Disfiribution of Expenses

‘\‘?@@11? Emne 2004

.~ CONFIDENTIAL



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

S S0 200
In the Matter of: p!’g(}\;wa:\gr
Application of Kentucky Water )
Service Corporation of Kentucky ) Case No. 2005-00325
For an Adjustment of Rates )

APPLICATION FOR WATER RATE ADJUSTMENT

Water Service Corporation of Kentucky, by counsel, submits its application for an
increase in rates pursuant to KRS 278.190 to be effective October 30, 2005 or sooner if
allowed by the Commission.

1. Water Service Corporation of Kentucky is a Kentucky corporation, whose
stock is wholly owned by Utilities, Inc. The mailing address of Water Service is 2335
Sanders Road, Northbrook, Hinois, 60062.

2. A certified copy of the articles of incorporation was filed in Case No. 2002-
00142. A copy of its current and proposed organizational structure is attached as exhibit 1.

3. Water Service currently owns and operates water production, transmission,
and distribution facilities in both Middiesboro and Clinton. It serves approximately 7200
customers. It also has a contract with the city of Clinton to operate the city's wastewater

system. The wastewater system and operations are not part of this rate application.

4, Notice of intent to file a rate application was given to the Commission on

August 1, 2005.



5. The rates proposed are to recover operating expenses, debt service costs
and other operating expenses, depreciation, taxes and other expenses related to the
operation of both water systems. The reasons for the proposed increase are more fully

explained in the testimony included with exhibit 5.

6. The company’s Annual Reports have been filed with the Commission.
7. The company is not a limited partnership.

8. There is no assumed name.

9. Current and proposed tariffs are attached as exhibit 2.

10.  Notice has been given as required by 807 KAR 5:001 (1). A copy is attached
as exhibit 3.

11. A pro forma schedule of changes is attached as exhibit 4. A separate petition
for confidentiality has been filed for certain related schedules.

12. Prepared testimony is attached as exhibit 5. Kristen Weeks, Pauline Ahern,
CRRA and Carl Daniel are the witnesses supporting the rate adjustment and rate design,
cost of capital and overview of Kentucky operations, respectively.

13. Estimated impact proposed rates will have on revenues is attached as exhibit

6.

14.  The effect of the proposed rates on the average customer’s hill is attached as
exhibit 7.

15. A billing analysis is attached as exhibit 8.

16. A summary of the calculation of the revenue requirements is attached as
exhibit 9.

17. A reconciliation of rate base and capital is attached as exhibit 10.

18. A current chart of accounts is attached as exhibit 11.



19.  The independent auditor’s report is attached as exhibit 12. A separate
petition for confidentiality has been filed for this document.

20. There are no FERC or FCC audit reports.

21.  The company has not performed a depreciation study. An explanation of the
proposed depreciation rates is attached as exhibit 13.

22.  Alist of in house software is included in exhibit 14.

23.  Water Service has no stock prospectus.

24. Water Service has no report to shareholders.

25.  Monthly reports are attached as exhibit 15.

26. Allocations to affiliates are explained in exhibit 16. A separate petition for
confidentiality has been filed for the Distribution of Expenses Report.

27. A cost of service study is not required due to the amount of the company’s
operating revenues.

28. Anincome statement and balance sheet are attached as exhibit 17.

29. The most recent capital budget is attached as exhibit 18.

a. Pro forma adjustments related to plant additions are attached as
exhibit 19.

30. An operating budget is not prepared by the company.

31. The number of new customers to be added to the test period is zero.

32. The percentage change and dollar change in rates for each customer class is
in exhibit 7.

33. Present and proposed rates are reflected in the tariffs filed in exhibit 2.

34. The effect on the average customer’s bill is in exhibit 7.

35. A copy of the public notice is contained in exhibit 3.



Based on the information filed, the company requests that the Commission approve
the proposed rate change. 1t also requests a deviation pursuant to 807 KAR 5:001(14)
from any requirement that might delay the review of the application if such requirement can
be considered as substantially met or as unnecessary for a complete review of the

proposed rates.

bmitted b :/
f}‘q_Z}iyZ” £

ohn N. Hughes
124 West Todd St.
Frankfort, KY 40601

Attorney for Water Service
Corporation of Kentucky

Certificate of Service:

A copy of this application was delivered to David Spenard of the Attorney General's
Office, 1024 Capital Center Dr, Frankfort, KY 40601 the 30 day o7ptember, 2005.

@n N. Islugﬁ//s////




WATER SERVICE CORPORATION OF KENTUCKY
CURRENT ORGANIZATIONAL CHART

Nuon Nv

Utilities, Inc.

Water Service
Corporation of
Kentucky




WATER SERVICE CORPORATION OF KENTUCKY
PROPOSED ORGANIZATIONAL CHART

HydroStar

Utilities, Inc.

Water Service
Corporation of
Kentucky




o ~ ADOPTION NOTICE

The undersi gned Water Service Corporation of Kentucky hereby adopts,
ratiﬁes; and makes its own,‘rin every respe;ct as if the same had been originally filed
and posted by it, all @ﬁffs and supplements containing rates, rules and administrative
regulations for Msmg water service in Bell County and Hickman County in the
Commonwealth of Kentucky, ﬁied with the Public Service Commission by
Aqua/KWS, Inc. and Utilities of Kentucky, Inc., and in effect on the 1st day of
October, 2002, the date on which the public service business of the said Aqua/KWS,

Inc. and Utilities of Kentucky, Inc. was taken over by Water Service Corporation of

“(“"\
Kentucky.
This notice is issued on the 1st day of October, 2002, in conformity with 807
KAR 5:011, Section 11 of the regulations adopted by the Public Service Commission.
‘ ; WATER SERVICE CORPORATION
Cwreeny Torise * OF KENTUCKY
By Do A s
LAWRENCE SCHUMACHER,
PRESIDENT
Authorized by PSC Order dated June 14, 2002 in PSC Case NBUE-@E%%‘Q%@W%@“
P EFFECT'NE
'&.'/.‘
pr7 &1 7007

PURSUANT TG 807 rar 5101
SECTICN S

BY \.,3-@»-'-4‘-"5 Y _‘:5'# o

EXECUTIVE DIREL T A

s R

s ARG LB At



Cancels P.S5.C. Xy. No...KMS.L..._.

AQUA/KWS, Inc.

(Formerly — Kentucky Water Service Company, Inc.)

OF
354 Waller Avenue
Lexington, Kentucky

Rates, Rules and Regulations for Furnishing

Water

AT

Middlesbore (Bell County) Kentucky

Clinton (Hickman County) Kentucky

PUBLIC SERVICE COMMISSION
Filed with PUBLIC SERVICE COMMISSION OF OF KENTUCKY
KENTUCKY EFFECTIVE

AUG- 18 1992

ISSUED...JUNe 12 e, 19,92 EFFECTIVE URSWMANT 30?9.':4\;.‘..?1,1191 o2,
Py 7.
BY:
PUBLIC SERVICE MARAGER

Y. AQUAZKNS, Inc.

(Name of Utjlity)
v B Firtng él::,u;,

..5tarling S. Gregory .

o ——— e mmmamemay .

Secretary-Treasurer




Middlesboro and Clinton
FOR___and Adjacent Territory

P.S.C. Ky. No. 1
Original Sheet No. 1
Cancelling P.S.C. Ky. No._KWS 1
ACUA/KWS, Inc. ______ Sheet No.
AND ONS
TNDEX
Sheet
Number
Territory Served 4
Definitions Applicable to Rules and Regulations 5-6
Rules and Regulations 7~-37
Rule No. Title
1. Rules & Regulations Governing Rendering
of Service 7
2. Application for Water Service 8
3. Use of Water in Accordance with Application 9
4. Special Applications for Water Service 9
5. Customers Liability for Charges 9
6. Street Service Connections 10
7. Customers Service Pipes 11-12
8. Plumbing Must be Approved by Comparny 12
9. Meters ard Meter Installation 13
10. Meter Tests and Test Fees 14
11. Public Fire Hydrants 15, 16, 17, 18
PUBLIC SERVICE COMMISSICN
OF KENTUCKY
EFFECTIVE
AUG 18 1992

PURSUANT TO 807 KAR 5011,
o SECHON-O)—

OF ISSUE_ June 12 1992
Month m_y Year
i > ' Lexinaton, Kentucky
Stariing /8. Gredo Title

Name of Oofficer



Middlesboro and Climton
FOR___and Adjacent Territory

o~ P.s.C. Ky. No. 1
Original Sheet No. 2
Cancelling P.S.C. Ky. No._KWS 1
AQUA/KWS, Inc. & Sheet No.
ROIES AND REGUTATIONS
INDEX - Cont'd.
Sheet
Nuarber
12. Private Fire Hydrants 15, 16, 17, 18
13. Fire Hydrants in Unincorporated Areas 15, 16, 17, 18
14. Discontimance of Water Service 19
15, Renewal of Water Service after Discontimuance 20
16, Turm~On Charge 21
17. Bills for Water Service 22
18. Terms of Payment 23
19. Abatements and Refurds 24
o ¥
20. Boiler and Engine Water Supply 24
21. Interruption in Water Supply 25
22, Idability of Company 25
23. Crouss Connections and Interconnections 26
24, General 27
25. Approval of Rules and Requlations 27
26. Main Extensions 28
£ COMMISSION
27. Form of Extension Agreement PUBLIC SERVg:‘ UCKY 29-30
TWE
28. Special Charges EFFEC
29. Custamers Deposits AUG 181992 35-33
30. Customer Bill of Rights PURSUANT TO 807 KAR 50134
SECTION 9 (1)
BY:WW,M
DATE OF ISSUE_ June 12 1992 DATE EF’E'EcmﬁUM% 1992
Day  Year Month Day Year

Name of Offlcer

lov



Middlesboro and Clinton
For: _and Adjacent Territory

AQUA/KWS, Inc,
P.S.C.KY. No__ 1
Original Sheet No__3
Canceling P.S. C. KY. No. KWS 1
KY_ Water Service Sheet Nos. 3-24
RULES AND REGULATIONS
INDEX - Cont’d
Sheet
Number
Contract for Water Service 35-36
Customer Bill Form (all customers) 37
Monitoring of Customer Usage 38
Schedule of Special Service Charges 39-40

Classification of Service - Middlesboro - Rargﬁau C SERVICE COMMISSION

o _ _ OF KENTUCKY
Classification of Service - Clinton - Rates EFFECTIVE 41

Customer Complaints, Handling ] 42
JUN 19 1896

PURSUANT T0 837 KAR 5011,
SECTION 9 (1)
BY. _ (hrteoe C el

FOR T@ PUBLIC SE:iiE Llaeaiid i

Date of Issue:_ May 16, 1996 Date Effective: May 20, 1996
Month Day Year Month Day Year

Issued Bymﬂ%’ .2 General Manager P.O. Box 22317, Lexington, KY 40522

Title Address




Middlesboro and Clinton
FOR___ and Adjacent Territory
~ P.S.C. Ky. No. 1
Original Sheet No. 4
Cancelling P.S.C. Ky. No._KWS 1
ACUA/FWS, Inc. KY Water Service Sheet Nos.3-24

RULES AND REGUIATTONS

TERRTTORY TO WHICH RULES, REGUIATIONS AND SERVICE CLASSIFICATIONS APPLY:

The Rules, Regulations, and Service Classifications contained in this
tariff apply in the following:

City of Middlesboro and contigucus territory in Bell County, Kentucky
City of Clinton and contiguous territory in Hickman County, Kentucky

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
AUG 18 1992
PURSUANT TO 807 KAR 5:011,
SECTION 9 {1)
~ DATE OF ISSUE_June 12 1992 DATE EFFECTIVE _ B¥ine 42
Month Day  Year i iF:
I D BY Za‘“" %’1{ Secretary-Treasurer
Starlirg S. Grégory Title

Name of Officer

%



Middlesboro and Clinton
FOR__and Adjacent Territory
P.S.C. Ky. No. 1
Original Sheet No. 5
Cancelling P.S.C. Ky. No._KWS 1
ACUA/KWS, Inc. KY Water Service Sheet Nos. 3-24

RULES AND RECGUIATTONS

DEFINITIONS
DEFINITIONS APPLICABLE TO RULES AND REGULATIONS:

(a) "Custcmer" shall mean any person, firm, corporation or municipality
supplied by water service pursuant to these Rules and Regulations.

(b} "Bona fide prospective custamer" shall mean any owner or lessee who
is to be the occupant of an existing developed premises having a
curb line abutting on that part of a street or public highway in
which there is, or is to be, located a distribution main of the Com-
pany, who shall file a signed application for a new street service
connection and for water service to such premises to be occupied.

(c) "Campany" shall mean the AQUA/XWS, Inc. acting through its officers,
managers, or other duly authorized employees or agents.

(d) "Street service connections" shall mean a pipe with appurtenances
used to conduct water from a distribution main of the Company to the
curb line of the premises.

(e) "Premises" shall mean and include:

(1) a building under one roof and occupied as cone business or resi-
dence and served through one street service connection; or

(2) a cambination of buildings in cammon ownership in one common
enclosure or on a single tract of land not crossed by public
streets, roads, or ways and occupied by one family or business
and served through one street connection or through more than
one such connection if in the exclusive discretion of the Com-
pany, maltiple comnections are advisable in providing service;
or

{3) one side of a double house having a solid vertical partition
wall or each unit of a series of what are commo E@
houses, each unit being occupied by one fa.trB.UEU‘é?{ %@‘
each se.rved through one street service connectio®f EFFE CTWE

DATE OF ISSUE_June 1992 DATE EFFECTIVE June 5 92

%nth Z Month bay Year
—
ISSUED BY, 1ing Greqo Secretary~Treagurer }

Name of Of flcer Title

VS
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Middleshoro and Clinton
FOR__and Adjacent Territory

P.5.C. Ky. No. 1
Original Sheet No. 6
Cancelling P.S.C. Ky. No. KWS 1
AOUA/KNS, Tnc. KY Water Service Sheet Nos._3-24
RIIES AND RECUTATIONS

(4)

(5)

(6)

(7)

DEFINITIONS Cont’d.

a building havirg a mmber of apartments or offices and using
halls and means of entrance in comon, and served through one
street service connection; or

a building previcusly erected as a single family residence
served through one street service connection and subsequently
converted into apartments or offices or a combination of such,
with two or more separate halls and means of entrance not used
in camon, and where separate water supply plumbing would not
be practicable; or

each residential or business single occupancy unit, served
through one street service connection, in a building which is
not a premises otherwise defined in these Rules.

Rates are based on single family residences or milti-family
units and are not applicable to other single family residences
or malti~family units. Wwhere two or more residences or
multi~-family units are served through one street connection the
Company may allow service to be taken through one meter if the
segregation of plumbing on customer’s premises would involve
undue expense to the custarer, but in this event the unit
blocks and minimm bills of rate would be multiplied by such
nunber of residences or units.

PROVIDED: They are located on lots having curb line abutting on that part of
a street or public highway in which there is, or is to be, located a distribu-
tion main of the Campany extending for at least one-half of the frontage of
the lot on said street or highway.

BLIC SERVICE COMMISSION
P OF KENTUCKY
EFFECTIVE

DATE OF ISSUE_June

ISSUED BY

AUG 18 1997
15

12 1992 DATE EFFECTIVE June 1992

Month

S @y rear “FURBUANT TO 887 KAR 503
indg Gredo Secretary-Treasiirer I&Mﬁ .(/ C

Name of Officer Title BY:

PUBLIC SERVICE COMMISSION MANAGER



Middlesbhoro and Clinton

FOR___and Adijacent Territory .
P.S.C. Ry. No. 1
Qriginal sheet No. 7
Cancelling P.S.C. Ky. No._ KRS 1
AOUA/RWS, Inc. KY Water Service Sheet Nos.3-2
RJIES AND REGULATIONS

1. RULES AND REGUIATIONS GOVERNING RENDERING OF SERVICE:

(2)

(b)

The Rules and Regulations in their entirety as hereinafter set
forth or as they may hereafter be altered cr amended in a regular
and legal manner shall govern the rerdering of water service and
every custamer upon signing of an application for water service or
upon the taking of water service will be boaund thereby.

Except fire and special temporary services, all service will be
rerdered on a meter basis. Residential, commercial, industrial and
mmicipal service is only regularly available for single premises
as "premises" is defined in these Rulezs. When the interests of
other customers would not be jecpardized or prejudiced, the
Campany's President or a Vice President may, by writing, authorize
service at regular rates to goverrmental or political corporations,
districts, or authorities not qualifyirg as “premises" under these
Rules. In special cases, for good cause shown, the Public Service
Cammission may permit deviations from this regnlation.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 181992

PURSUANT TO 807 KAR 5011,
SECTION S (1)

DATE OF ISSUE__June 12 1992 DATE m_m;ﬁmm

ISSUED BY

Morith Day Year Month Day Year
Secre lexington, Kemtucky
Address

Star 5. G Title

Name of Officer
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Middlesboro and Clinton

FOR___and Adjacent Territory
P.S.C. Ky. No.
Original Sheet No. 8
Cancelling P.S.C. Ky. No._KWS 1
ACQUA/FKWS, Inc. KY Water Service Sheet Nos.3-24
RULES AND REGUIATTONS

APPITCATIONS FOR WATER SERVICE

New Street Service Cormnection

Upon written application by the owner, or his properly authorized
agent, on forms furnished by the Campany, for the immediate and
continuous supply of water to premises having a curb line abutting on
that part of a public street or highway in which a distribution main of
the Campany is located, the Company will install, own and maintain the
street service cormection to such premises. The Company shall
determine the size of all street service connections.

Existing Street Service Comection

When any perscn, firm or corporation, not theretofore taking water
service from the Company, applies for water service, the application
shall be in writing on forms supplied by the Company. When such
application is accepted by the Company, it shall constitute a contract
between the applicant and the Company for service at the premises named
in the application and at any other premises at which the named
applicant may be securing service unless a separate application for
service to such other premises shall have been accepted by the Company.

Any change in the location of the contracting customer to any other
premises will require notification of the Company by the Customer. The
obligation of the customer to the Company under the existing contract
will continue in full force and effect at the new location, premises or
address.

The Comparty shall have the right to discantimue the supply of water to
any premises if the owner or coccupant dees not have a contract for such
sexvice with the Compary. Within twenty-four (24) hours after such
termination, the Company shall send written notification to the
Customer of the reason or reasons for the temmpi{.]hm WMSS!ON

OF KENTUCKY
EFFECTIVE
AUG 18 1392

PURSUANT 10 807 KAR 5011,
SECTION © 1

DATE OF ISSUE_ June 12 1992 DATE EFFECTIVE

ISSUED

Month Day  Year

Starli S. Grégo Title Address
Name of Officer



Middlesboro and Clinton
TOR _ and Adijacent, Territory
— P.S.C. Ky. No. 1
Original Sheet No. 9
Cancelling P.5.C. Ky. No._KWS 1
Al Inc. RY Water Service Sheet Nos.3-24

RIIES ONS

3. USE OF WATER TN ACCCRDANCE WITH APPLICATTON:

No perscn or persons, corporation or partnership receiving water
service from the Company will be permitted to use water for any other
purposes than that for which they shall have contracted to pay as shown
by their application, nor shall they supply water in any way to any
other party or parties without a written permit from the President or a
Vice President of the Company. An accepted application for water
service to any premises shall constitute a license to the applicant to
take and receive a supply of water for said premises but only for the
uses specified in such applications and the supply shall not be used
except for the premises specified in the application.

4. SPECTAT, APPLICATTONS FOR WATER SERVICE:

(a) Water for transient, temporary or special services must be
specially applied for.

~ (b) Water for building or construction purposes, when not furnished on
an application for regular metered service, will be supplied under
special application.

5. CUSTCMER'S LIABILITY FOR CHARGES:

A custamer who has made application for water service to any premises
shall be held liable for all water service fivnished to such premises.
Any Customer desiring service terminated aor changed from one address to
ancther shall give the Company three (3) working days' notice in
person, in writing, or by telephone.

BLIC SERVICE COMMISSION
PUBLE oF KeTucKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 8073(.&“ 5011,
SECTION LIS

— DATE OF ISSUE _June 12 1992 DATE EFFECTTVE__ T
Month Day  Year Mortier i SER OMMETHCARMANAGER

ISSUED BY ‘ Secre -Treasurer Iexington, Kentucky
Starli 5. Grego Title Address
Name of Officer

Vo



T

Middlesbore and Clinton
FOR___and Adjacent Territory
P.S.C. Ky. No. 1
Original Sheet No. 10
Cancelling P.S.C. Ky. No._KWS 1

AQUTA/FHWS, Inc. KY Water Service Sheet Nos.3—24

RULES AND REGIIATIONS

STREET SERVICE COMNNECIIONS:

(a)

()

(c)

(d)

(e)

The Company will make all commections to its mains and will specify
the size, kind and guality of all materials entering into the
street service connections.

The corporation cock, meter box amd the street service pipe from
the street main to the curb line or meter box shall be furmished
and installed by and shall be the property of the Company and urder
its sole control and jurisdiction.

Where a street service commection is already laid to the curb line,
or meter box, the Customer shall commect with the street service
comnection as laid.

The meter box shall be set in sidewalk or just inside custamer's
property on a level with the grade of the sidewalk or yard ard
shall be kept accessible at all times.

The street service connection from the main to and including the
meter box will be maintained by the Campany at its expense.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1892

PURSUANT TO 807 KAR 5011,
SECTION 9 (1)

BY:
DATE OF ISSUE_ June I2 1992 DATE EFFECTIVE __Jigme SERVICE CORESSION MEHEER

ISSUED

Month Day  Year Morth Day Year

S —Treasurer Iexington, Kentucky
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Middlesboro and Clinton
FOR___and Adjacent Territory
P.S.C. Ky. No. 1

Original sheet No. 11
Cancelling P.S.C. Ky. No._ KW5S 1

_ACUA/KWS, Inc. KY Water Service Sheet Nos.3-24

RULES AND REGUIATIONS

7. CUSTCMER'S SERVICE PIPES:

(a)

(b)

(c)

(Q)

(e)

(£)

(@

(h}

The Company will specify the size, kind and quallty of the
materials which shall be laid between the curb line ard the
structires on the premises to be supplied.

The service pipe from the meter box to the place of consumption
shall be furnished and installed by the Custamer at his expense and
risk.

The Custamer's sexrvice pipe and all comnections and fixtures
attached thereto shall be subject to the inspection ard approval of
the Company before the water will be turned on.

The service pipe shall be laid below the frost line at all points
and shall be placed on firm and contimicus earth so as to give
unyielding and permanent support, and shall be installed in a
trench at least two feet in a horizontal direction from any other
trench wherein are laid gas pipe, sewer pipe, or other facilities,
public or private, unless specifically authorized and approved by
the Campany.

The Customer shall install a stop and waste cock of a type approved
by the Company on the service pipe immediately inside the
foundation wall of the building supplied, and to be lecated so as
to be easily accessible to the occupants and to provide proper
drainage for all of the pipes in the building.

The Custamer shall make all changes in his portion of the service
pipe required on account of changes of grade, relocation of mains
or other causes.

No fixtures shall be attached to or any branch made in the service
pipe between the meter and the street main.

Each premises shall be supplied through an indeperndent service pipe
from a separate meter box and the applicant for service shall be
solely responsible for all water used on and %WQWMSSION
OF KENTUCKY
RULES AND REGUTATIONS EFFECTIVE

DATE OF ISSUE_ June 12 1992 DATE EFFECTIVE__June 15 5995'0 1

Month Day Year MRS UANT 6807
. SECTION 9 (1)

Name of Officer



Middlesboroe and Clinton
FOR__and Adjacent Territory

/‘\ P.Slc. W. No. l
Original Sheet No. 12
Cancelling P.5.C. Ry. No. XWS 1
ACUR/FWS, Inc. RY Water Service Sheet Nos.3-24
(1) When more than one premises is supplied through a single service

pipe, any viclation of the Rules and Requlations of the Company
with reference to either or any of the said huildings or premises
shall be deemed a violation as to all and the water service shall
be discontimied after the Customer has been given at least ten (10)
days written termination notice and reasonable opportunity allowed
for each premises to attach their pipes to separately comtrolled
service comections.

{3 Any repairs or maintenance necessary on the Customer's service pipe
or an any pipe or fixture in or upon the CQustomer's premises shall
be performed by the Custamer at his expense and risk.

x) In those instances where the Customer requires water pressure which
differs from the standard pressure provided by the Campany he shall
berequlredtomstallarximurtamathlsowneaqaensethe
necessary equipment to provide the desired pressure. Such
equipment and the installation thereof to be approved by the
Coampanty. In no event, however, shall the pressure at the

~~ Custamer's service pipe under normal conditions fall below thirty
(30) psig nor shall the static pressure exceed 150 psig.

8. PIDMBING WORK MUST BE APPROVED BY COMPANY:

All plumbing work done in comnection with the Copany's water mains or
appurtenances shall be submitted for the inspection of the Company, and no
urdexrgrourd work shall be covered up wntil inspected and approved by the

. Wheneverﬂleecmpanydetemxnsthatajd:ofplmbmgls
dbviocusly defective, althouch not in direct violation of these Rules and
Regulations, the Company will insist upan its being corrected before the
water will be turned on.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 807 KAR 5011,

SECTION 9 (1)
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Middlesboro and Clinton
FOR___and Adjacent Territory

P.S.C. Ky. No. 1
Original Sheet No. 13
Carncelling P.S.C. Ky. No._KWS 1
AQUA/FWS, Inc, KY Water Service Sheet Nos.3-24
RUIES AND REGULATICONS

9. METERS AND METER INSTALIATTIONS:

{a) The Company shall specify the kind and size of meter to be
installed.

(b) Meters will be furnished, installed, and removed by the Campany and
shall remain its property.

(c) Each premises shall have a separate meter and the applicant for
service shall be solely responsible for all water used on ard in
said buildings or premises.

(d) Meters will be maintained by the Campany at its expense insofar as
ordinary wear is concerned, but damage due to hot water, freezing
{as a resuit of Customer's unauthorized removal of meter cover) or
other external causes arising out of or caused by the Customer's
negligence or carelessness shall be paid for by the Custamer.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 807 KAR 5011.

DATE OF ISSUE_ June 12 1992
Month Day Year
ISSUED BY
Starli S. G Title Address

Name of Officer
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RAQUA/KWS, Inc.

Middlesborec and Clinton
FOR___and Adjacent Territory
P.S.C. Ky. No. 1
Original Sheet No. 14
Cancellirgy P.S.C. Ky. No._KWS 1
KY Water Service Sheet Nos.3=24

RUIES AND REGULATIONS

10. METER TESTS AND TEST FEES:

(a)

()

(c)

(d)

(e)

All meters are accurately tested before installation and are also period-
ically tested in accordance with the Public Service Commission's regula-
tions. 'Iheccmparymayatanytm remove any meter for periodic tests
or for repairs or replacement and may, at its optlanandexpense test
any meter when the Company has reason to believe that it is registering
inacomrately.

The Campany shall make a test of the accuracy of any meter upon written
request of the Custcarer, provided the Customer does not request such test
more frequently than ance in twelve months. For such request test, the
fee as established herein shall be paid in advance by the complainant but
should the said meter be found, upon said test, to be more than two (2)
percentincorrecttotheprejmiiceofﬂieaxstmer,thefeesodaarged
shall be returned to the complainant.

For test of meters made upon request of the Customer and performed by the
Company, the following fees shall be paid:

outlet 1-inch or less 815.00
outlet 2-inches and over 1-inch Cost of Test
outlet 3-inches and over 2-inches Cost of Test
Outlet 4-inches and over 3-inches Cost of Test
Outlets greater than 4-inches as per special fee

fixed by Public Sexvice Commission.

In addition to the reguest tests of meters performed by the Campany, the
Customer may, upon formal written application to the Public Service Com-
mission accampanied by payment of the fees as set forth, have a test
conducted by the Campany in the presence of an employee of the Commis-
sion, or by an employee of the Camnission. Should the meter by found,
upon said test, to be more than two (2) percent incorrect to the
prejudice of the Customer, the total cost of such test shall be assumed
by the Company and the amount of the fee paid shall be returned to the
Customer.

Forteatofnetersnadeuponcmplauwtofthemstaneraniperfomedby
the Public Service Commission, the charges therefore EoumsgIon-
mity with the rules and charges prescribed by the TUCKY

EFFECTIVE

AUG 18 1992
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Middlesboro and Clinton
FOR___and Adjacent Territory
— P.S.C. Ky. No. 1

Qriginal Sheet No. 15, 16, 17, 18
Cancelling P.S.C. Ky. No. KWs 1

- Aoon/xws, Inc. KY_Water Service Sheet Nos.3-24
RILES AND REGUIATTONS

11, 12, & 13. PUBLIC FIRE HYDRANTS (Including Private Fire Hydrants) and
{Fire Hydrants in Unincorporated Areas)

Fire Protection Generally

1. ©On or after the effective date (June 7, 1992) of administrative regula-
tion 807 KAR 5:066 Section 10(2) (b), fire hydrants may be installed by a
Utility only if:

a. A professional engineer with a Kentucky registration has certified
that the system can provide a minimm fire flow of 250 gallons per
mimite; and

b. The system supporting this flow has the capability of providing this
flow for a period of not less than two (2) hours plus consumption at the
maximm daily rate.

2. The location, installation, and the responsibility for maintenance of

—~ fire hydrants, public and private fire protection facilities, connecting
mains, and their ownership may be subject to negotiation between the
Utility and the applicant. Fire hydrants and public and private fire
protection facilities shall be installed as required by the Utility and
if owned by the Utility shall be subject to any conditions the Public
Service Commission may impose, based upon the compensation received for
this service.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 807 KAR 5011,
SECTION 9 (1}

ot el
PUBLIC SERVY AGER
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Middlesboro and Clinton
m_w_m_@m_ﬂ
P.5.C. Ky. No.
Qrigipnal Sheet No. 19
Cancelling P.S.C. Ky. No._KWS 1
AQUA/RWS, Inc, KY Water Service Sheet Nos.3-24

RUTES AND REGULATIONS

14. DISCONTINUANCE OF WATER SERVICE:

(a)

(k)

(©)

Service rendered under any applicaticn, comtract or agreement may be
discontinued by the Campany after proper notification in accordance with
807 KAR 5:006, Section 14 for any of the following reasons:

(1) For willful or indifferent waste of water.

{2) For failure to protect the meter and its commections frum mjury or
damage, or for failure to protect and m:mtam the service pipe or
fixtures on the property of the Custamer in a condition satisfactory

to the Company.

(3) For molesting or tampering by the Custamer, or others with the
knowledge of the Customer, with any meter, connections, service pipe,
seal or any cther appliame of the Company controlling or regulating
the Custaner's water supply.

(4) For failure to provide the Company’s employees free and reasonable
access to the premises supplied or for obstructing the way of ingress
to the meter or other appliances comtrolling or regulating the Cus-
tomer's water supply.

{5} For non-payment of any account for water service, or for meter or
service maintenance, or for any other fee ordlargeaccxummﬂer
the contract.

(6) In case of vacancy of the premises unless the owner recquests that
water be left on and pays a minimm monthly bill.

(7) For violation of any rule or requlation of the Company.

The water service will be discontimied to any premises on account of
temporary vacancy upon request of the Customer, without in any way affect-
ing the agreement in force, after the payment of all charges and fees due
as provided for in the rates, rules and requlations of the Company.

Discontimuing the supply of water to any premises for @Ww"
prevent the Company from pursuing lawful remedies by actilon i RBWUOKY
ctherwise for the collection of moneys due from the Customer. gpreCTIVE

AUG 81892

DATE OF ISSUE_ June 12 1992 DATE EFfFECTIVE__ June 15 1992
Month Day  Year MonthpypgURRY TO BATKAR 5:011.
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Middlesboro amd Clinton
FOR __and Adjacent Territory

Vs P.S.C. Xy. No. 1
. Qriginal Sheet No, 20
Cancelling P.S.C. Ry. No._Ka@S 1
—  AUA/RWS, Inc, KY Water Service Sheet Nos.3-24
RULES AND REGUIATICNS

15. RENEWAL OF WATER SERVICE AFTER DISCONTINUANCE:

When water service to any premises has been terminated for any reason other
than temporary vacancy, it will be renewed after the acceptance of a new
application and when the conditions, circumstances or practices which caused
the water service to be discontimied are corrected to the satisfaction of the
Comparty, and upon the payment of all charges due and payable by the Custamer
in accordance with the rates, rules and regqulations. The Conpany will then
reconnect existing service within twenty-four (24) hours, and shall install
and connect new service within seventy-two (72) hours.

SERVICE COMMISSION
PUBLIC SERE
EFFECTIVE

AUG 18 1992
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Middlesboro and Clinton

FORM@_.T&_RAE’H___
P.S.C. Ry. No.

Original Sheet No. 21
Cancelling P.S.C. Ky. No. KWS 1 _
ACUA/RWS, Inc. KY Water Service Sheet Nos.3-24

RULES AND REGUIATTONS

16. TURN-CN CHARGE

(a)

)

when it has been necessary to discontime water service to any premises
because of a violation of the Rules ard Regulations or on accaant of the
non-payment. of any bill; a charge will be made to cover the expense of

tmning on the water, arxitmsd:argetogetherwﬁhanyamarsthatmay
be due the Company for charges against the Customer must be paid before
the water will again be twgned on.

If at the time of such discontimance of service, the Customer does not
have a deposit with the Company, the Comparny may require a deposit as a
guarantee of the payment of future bills before the water will be turned
on.

SERVICE COMMISSION
PUBLYC OF KENTUCKY
EFFECTIVE

AUG 18 1992
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Middleshboro and Clinton
FOR___ard Adijacent Territo
o~ P.S.C. Ky. No. 1

Qriginal Sheet No. 22
Cancelling P.S.C. Ky. No._KWS 1

ACUA/KWS, Inc. KY Water Service Sheet Nos.3-24
FULES AND REGUTATTONS

17. BILLS FOR WATER SERVICE:

(a) Customers are responsible for furnishing the Company with their correct
address. Failure to receive bills will not be cansidered an excuse for
non-payment nor permit an extension of the date when th account would be
considered delinguent.

(b) All bills will be sent to the address entered in the application unless
the Company is notified in writing by the Customer of any change of
address.

() If requested in writing by the Customer, the Company will semd bills to
and will receive payments from agents or tenants. However, this acocan-
modation will in no way relieve the Customer of the liability for all
water charges and the Company shall not be cbligated to notify the Cus~
tomer of the non-payment of water bills by such agents or tenants.

(d} Payments shall be made at the office of the Company or at such other
P places conveniently located as may be designated by the Company.

(e) The Campany will not be bourd by bills rendered under mistake of fact and
to the quarntity of service rendered.

(f) The use of water by the same Custaomer in different premises or localities
will not be combined, and each installation shall stand by itself.

C SERVICE COMMISSION
P OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 807 KAR 5011,
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Middlesboro and Clinmton
FOR___and Adjacent Territory

— P.S.C. Ky. No. i
Original Sheet No. 23
Cancelling P.S.C. Ky. No._ K¥S 1
AQUA/KWS, Inc. KY Water Service Sheet Nos.3-24

RULES AND REGULATTIONS

18. TERMS OF PAYMENT:
{a) Special charges shall be payable upon demard.

{b) Bills for metered service shall be rendered monthly and are due and
payable when rendered.

{c) Bills for private fire service shall be remdered monthly in advance and
are due and payable when rendered.

(d) If a bill is not paid within ten days after its due date, the Company may
discontirue the water service. The Campany will give at least five (5)

days notice before termination for nonpayment and that service will not be
terminated before 20 days after the mailing date of the original bill.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 807 KAR 5011,
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Middlesboro and Clinton
FOR __ and Adjacent Territory
P.S.C. Ky. No. 1
Oriqginal Sheet No. 24
Cancelling P.S.C. Ry. No._KWS 1
ADUR/TWS, Inc. KY Water Service Sheet Nos.3~24

RULES AND REGULATIONS

19. ABATFMENTS AND REFUNDS:

{(a) There shall he no abatement of the minimm rates due to the extended
absence of the Custamer without proper notice having been given to the
Canpany. No abatement shall be made for leaks or for water wasted by
improper or damaged service pipes or fixtures belohging to the Customer.

(b) If test results on a Custamer's meter show an average error greater than
two percent (2%) fast or slow, or if a Customer has been incorrectly
billed for any other reason, except in an instance where a Conpany has
filed a verified camplaint with the appropriate law enforcement agency
alleging fraud or theft by a Customer, the Company shall immediately
determine the period during which the error has existed, and shall recom—
pute and adjust the Customer’s bill to either provide a refund to the
Customer or collect an additicnal amount of reverme from the underbilled
Customer. The account adjustment shall be performed according to 807 KaR
5:006 Section 10(2) with corrected billing or refund as directed therein.

20. BOILER AND ENGINE WATER SUFPFLY:

The Campany does not guarantee a sufficient or uniform pressure, or an
umninterrupted supply of water, and Customers are cautioned to provide a
sufficient storage of water where an absolutely uninternupted supply must be
assured; such as for steam boilers, hot water systems, gas ergines, etc.

ERVICE COMMISSION
PUBLIC SERVICE CCR

EFFECTIVE
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SUANT TO 807 KAR 5011,
P ECTION e (1)

DATE OF ISSUE_ June 12 1992 DATE EFFECTIVE m& BERYIC “‘35“1995"55‘
Month Day Year Morntth Pay Year

ISSUED BY ; Secretary-Treasurer Lexington, m
Starlihg S. Gregory Title

Name of Officer




.. .

Middlesboro arnd Clinton
FOR__ and Adjacent Territory
P.S.C. Ky. No. 1
Original Sheet No. 25
Cancelling P.S.C. Ky. No._KWS 1
A00A/FWS, Inc, KY Water Service Sheet Nos.3-24

RULES AND REGULATIONS

21, INTERRUPTIONS IN WATER SUPPLY:

Ihechmanymayatanytmshutoffﬂlewatermthemirsincaseofaeci-
dent, or for the purpose of making comnections, alterations, repairs, charges,
or for other reascns, and may res‘tnctmeuseofwatertoresezveasuffl—
cient supply for publlc fire service or cther emergencies whenever the public
welfare may require it.

22, LIABILITY OF COMPANY:

(a) The Campany will undertake to use reasonable care and diligence in order
to prevent and avoid interruptions and fluctuations in the service, but it
cannct and does not guarantee that such will not occur.

{b) The Company shall in no event be liable for any damage or inconvenience
caused by reason of any break, leak or defect in the Qustomer's service
pipe or fixtures.

PUBUC = KENT UCKY
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Middlesboro and Clinton
FOR___and Adjacent Territory
P.S5.C. Ky. No. 1
Original Sheet No. 26
Cancelling P.S.C. Ky. No. KWS 1
RY Water Service Sheet Nos.3-24

Y AOAKWS, Inc.
RULES AND REGULATIONS

23. CROSS ORWNECTIONS AND INTERCONNECTIONS:

(a) A c:ross—_cmmection is any pipe, valve, or other arrangement or device
connecting the pipelines of the Campany or facilities directly or in-
directly connected therewith to and with pipes of fixtures supplied with
water from any source other than the lines of the Campany directly con-
necteq.

(b) An interconnection is a plumbing arrangement, other than a

cross-~connection, by which contimuation might be admitted or drawn into

the distribution system of the Coampany, or into lines connected therewith,
used for the conveyance of potable water.

(c) No cross—connection or interconnection will be made by Customer without
the approval of the State Health Department and the Campany.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
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Mlddlesbom and Clintan

FOR__ and Adjacent Terzitcry
P.S.C. Ky. No. 1
Original sheet No. 27

Cancelling P.S.C. Ky. No. KWs 1
KY Water Service Sheet Nos,.3-24

RULES AND REGUTIATTONS

25.

(a)

(b)

(c)

(@)

(e)

The service pipes, meters and fixtures on the Customer’s premises shall at
all reasocnable hours be accessible to the Company for cbservation or

inspection.

No person shall tirn the water on or off at any strest valve, corporation
cock, meter or other street connections, or discommect or remove any meter
without the consent of the Company. Penalties provided by law for any
such action will be rigidly enforced.

Employees or agents of the Company are expressly forbidden to demand or
accept any compensation for any service rendersd to its Customers except
as coverad in these Rates, Rules and Requlations.

No employee or agent of the Company shall have the right or authority to
bind it by any promise, agreement of representation comtrary to the letter
or intent of these Rules and Regulations.

Any complaint against the service or amployees of the Company should be
made at the office of the Company ard preferably in writing. If a com—
plaint either written, in person or by telephone is not resolved, the
Campany shall advise the complainant of his right to file a camplaint with
the Public Service Commission ard provide him/her with their address and
telephone number.

APFROVAL OF THE RULES AND REGULATIONS:

AllRJlesarﬂRegulatlmsofthecmpanyaresubjecttomeapprovalofthe
Public Service Comnission of the State of Kemtucky and if any part thereof
shcxﬂdbeadngedtobemvmlatmnofarwmleorordermadebytheamnls
sion, then that particular part shall be ineffective but without in any way
affecting the other portions thereof.

BLIC SERVICE COMMISSION
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EFFECTIVE
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Middlesboro and Clinton
FOR___and AMiacent Tervitory
P.S5.C. Ky. No. 1

Original Sheet No. 28
Cancelling P.5.C. Xy. No._KWS 1

e AOUA/RWS, INC. KY{ Water Service Sheet Wos.3+24

RULES AND REGULATIONS

26. MAIN EXTENSIONS:

(2)

(b)

(c)

The Company will extend existing distribution mains a distance of fifty
(50) feet for each bona fide prospective customer, making application for
service commection and water service therefrom for a period of one year or
more urder these Rules and Regulations. Such extensions will be made
without cost to such customer(s).

¥When an extension greater than fifty (50) feet in length for each bona
fide prospective custamer is required or requested such extension will be
made urder the temms of an "Extension Deposit Agreement" as hereinafter
set forth. The Campany shall have the exclusive right to determine the
type and size of mains to be installed and of the related facilities

required to render adequate service.

Indetexmnlnythelenqﬂlofanyeﬂensmnreqmredp\mantheretothe
te.rm:.nalpomtofsudlextensa.mshall in all cases, be at that point in
the curb line of the last lot on which is located a premises to be served
which is eguidistant from the side property lines of said lot.

(d} Before water lines are laid in new subdivisions, the subdivider shall
furnish the Water Company with a plat {or plan) or the subdivision ap-
proved by the City-County Planning and Zoning Commission, and the plat (or
plan} shall have been recorded in the Coumtty Court.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
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Middleshboro and Clinton
FOR___and Adjacent Territory
P.S.C. Ky. No. 1
Original Sheet No. 29
Cancelling P.S.C. Ky. No. KWS 1
AUA/KWS, Inc. KY Water Service Sheet Nos.3-24

RULES AND REGULIATTONS

27‘

FORM OF EXTENSION AGREEMENT:

THIS CONTRACT made and entered imto this the day of
by and between AQUA/XWS, Inc., a Kemtucky Corporation, hereinafter referred to
as the Company, and » hereinafter

WITNESSETH

WHEREAS, Customer desires water service be made available to
‘which is located on the
as shown on the attached print and marked BExhibit A, and

WHEREAS, the Company is willing to make this water main extension fram their
e)astlngmmlocatedanuxe , as shown on the
attached Exhibit A.

NOW, therefore for and in consideration of the above premises the mutual
agreement and benefits herein comtained, parties hereto agree as follows:

1. The Company agrees that it will secure the necessary material ard
install the main extensions hereinafter described and shown on the attached
print and marked Exhibit A,

2. The amount and size of pipe and fittings required are as follows:

3. Tt is further agreed that for each custamer connected to this main
extension the Company will refund to the Customer a sum equivalent to the cost
of 50' of this extension, or per custamer comected to said
extension.

4. This contract applies only to customers comnected to above size pipe,
arnd shown on attached plan, Bxhibit A.

pUBLIC SERVICE COMMISSION
oF X

ENTUCKY
EFFECTIVE

AUG 181392
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Midileskhoro and Clinton
FOR___amd Adjacent Texritory
P.5.C. Ky. No. 1
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RULES AND RECGUTATIONS

5. Such refund to Customer shall be made in December of each year for
watar custamers commected to this water main extension, but in no event shaill
the refund be extended beyond ten (10) years from the date of this contract,
ard in the event that the total amount deposited by the Customer with Company
is not refunded urder the terms specified hereinbefore within said ten (10)
years pericd the Campany shall not he required to pay or refund the difference
between the total amount of refund and the total amount deposited by customer,
any balance remaining in its hands shall belang to the Company.

6. The Campany shall not be required to pay interest on the deposit or
any part of unpaid balance thereof.

7. Nothing in this agreement shall give the Custamer any right, title or
interest in the ownership or operation of this water main extension or
facilities to be installed by Company, as herein provided.

TN WITNESS WHEREOF the parties hereto have executed this agreement this day
and year written above.

: ATA/KIRS, Inc.
) CUSTOMER ;
puBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
AUG 18 1992
PURSUANT TO 807 KAR 5011,
SECTION 9 (1)
DATE L2 .
BY:
OF ISSUE _June 12 1992 DATE EFFECTIVE _  JuneuBuC SERv OMSWAGER
Month Day Year ol o eas
ISSUED , Secre ~Treasurer Iexington, Kemucky
Starling S. Title oon, Kentu

Name of Officer
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RULES AND REGULATIONS

28. SERVICE CHARGES:

The following charges will be made by the Company to cover the cost inanxred
"rewrmecthgtheneterorservicevmmﬂ)emstm:er'sservicehasbeen

disconnected:
(@) For non-payment of bills. . . . . - « « « « « ¢« . . « . - s s s . »520.00
(p) For violation of the Company's Rules and Regulations
after the Custamer has qualified for and requested that
the service be recomected. « « v . &« ¢ ¢ ¢ ¢ v 0 4 s - . . .$20.00
(¢} At his request ard at any time subsequertly within
12 months is recommected at the same location. . . . - . -+« . . $20.00
These charges are to be paid by customer before or at the time service is
recormected.
PUBLIC SERVICE COMMISSION
OF XKENTUCKY
EFFECTIVE
AUG 18 1992
PURSUANT TO 807 XAR 5011,
SECTION 9 (1)
B*b%‘
PUBLIC SERVICE 2
DATE OF ISSUE  June 12 1992 DATE EFFECTIVE __ June 15 1992
Morrth Day Year Month Day VYear
ISSUED lexington, Kentucky

Starli s. 0 Title Address
Name of officer
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RULES _AND REGULATIONS

29,

CUSTOMER 'S DEPOSITS:

The Company may requlreammmmmshdepcsitcrotherguamntaetoseume
payment of blllS. Service may be refused or discontinued for failure to pay
the recquested deposit. Interest, as prescribed by KRS 278.460', will be paid
anmually either by refund or credit to the Custcmer's bill, except that no
refund or credit will be made if the Qustamer's bill is delingquent on the
amiversary date of the deposit.

The deposit may be waived upon a Customer's showing of satisfactery credit or
payment history, and required deposits will be returmed after cne (1) year if
the Customer has established a satisfactory payment record for that period.
If a deposit has been waived or returned and the customer fails to maintain a
satisfactory payment record, a deposit may then be required. The Company may
requxreadeposxtmaddltlontothemltlaldeposltlftheamtwer‘sdm*
sification of service charges or if there is a substantial change in usage.
Upon termination of service, the deposit, any principal amounts, and any
interest earned and owing will be credited to the final bill with any
remainder refunded to the Customer.

In determining whether a depogit will be required or waived, the following
criteria will be considered:

1. Previous payment history with the Campany. If the Customer has no
previous history with the Company, statememts frem other utilities, banks,
etc. may be presented by the Customer as evidence of good credit.

2. Whether the custamer has an established income or line or credit.

3. Iength of time the customer has resided or been located in the area.

4. VWhether the customer owns property in the area.

5. Whether the customer has filed bankruptcy proceedirgs within the last
seven years.

6. Whether another customer with a good payment history is willing to sign as
a guarantor for an amount equal to the required deposit.

PUBLIC SERVICE COMMISSION

OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 807 KAR 5011,

SECTION O Y}

DATE OF ISSUE_ June 12 1992 DATE EFFTECTIVE

Month Day  Year MortiiaLic SErvOREOMASYIORMANAGER

ISSUED BY Secretary~Treasurer Iexington, Kentucky

Starling sS. vy Title AMdress
Name of Officer
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FCOR___and Adjacent Territory
P.5.C. Ry. No. 1

Original sheet No. 33
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BULES AND REGULATTONS

If a deposit is held longer than 18 months, the deposit will be recalculated
at the Custamer's request based on the Customer's actual usage. If the
deposit on account differs fram the recalculated amount by more than $10.00
for a residential customer or 10 percent for a non-residential Customer, the
Cempany may collect any underpayment and shall refund any overpayment by check
or credit to the Custamer's bill. No refund will be made if the Customer's
bill is delincuent at the time of the recalculation.
Equal Deposits
All residertial, small business and small campercial customers will pay equal
deposits in the amount of $40.00. Thiz amount does not exceed the average bill of
residential customers served by the Company and is equal to 2/12 of the average
anmual bill. [3/12 where bills are rendered bimonthly or 4/12 where bills are
rendered quarterly. ]

Calcuiated its

Large Business/Commercial or Industrial Custamer's deposits shall be based upon
actual usage of the Custamer at the same or similar premises for the most recent
12-month period, if such information is available. If usage information is not
available, the depcsit will be based on the average bills of similar Customers and
pranlsesmthesystem medepositannmtsiallmtexmedZ/uofﬂaeontmers
actual or estimated annual bill where bills are rendered monthly, 3/12 where bills
are rendered bimonthly, aor 4/12 where bills are rendered quarterly.

PURLIC SERVICE COMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO 807 KAR 5011,
SECTION 9 (1)

BY:
DATE, OF ISSUE Jme 12 1992 DATE EFFECTIVE. _ JURC SERVCE gaen
Year Month Day Year

ISSUED BY. %‘w Iexington, Remtucky
Starling 5." Title Address
Name of Officer
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RULES AND REGULATIONS

30. CUSTCMER BILL OF RIGITS

As a residential Custamer of a requlated public utility in Kentucky, you are

guaranteed the following rights subject to Rentucky Revised Statutes and the

provisions of the Kentucky Public Service Camission Administrative Regula-

tions:

~  You have the right to service, provided you (or a member of your household
whose debt was accumtlated at your address) are not indebted to the
utility.

-  You have the right in inspect and review the utility'’s rates and tariffed
operating procedures during the utility's normal office hours.

-~  Your have the right to be present at any routine utility inspection of
your service condition.
-~  You must be provided a separate, distinct disconnect notice alerting you
~ _ to a possible discormection of you service if payment is not received.

-  You have the right to dispute the reasons for any ammounced termination of
your service.

-  You have the right to negotiate a partial paywent plan when your service
is threatened by discomnection for non-payment.

-~  You have the right to maintain your utility service for up to thirty (30)
days upon presentation of a medical certificate issued by a health offi-
cial.

-  You have the right to prompt (within 24 honrs) restoration of your service
when the cause for discontimiance of the service has been corrected.

~  You have the right to comtact the Public Service Compission regarding any
dispute that you have been unable to resolve with your utility (Call Toll

Free 1-800~772-4636.) PUBLIC SERVICE COMMISSION

OF KENTUCKY
EFFECTIVE

AUG 18 1992

5011.
—~ DATE OF ISSUE June 1992 T BURSUANT 807 KAR
Month
JON MARAC R

ISSUED BY
Starli 5. TJ.tle
Name of Officer
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RULES AND REGUTATTIONS
CONTRAGT FOR WATER SERVICE
DATE,
NAME, ADDRESS
PHONE,

SOCIAL SECURITY OF OTHER I.D. NO.

Bpplication for water service is accepted by and between the undersigned and the
with the following stipulations and agreements:

1. Public Service Commission rules and regulations as set forth in 807 KAR 5 and
Kentucky Department for Natural Rescurces, Division of Water standards and
laws must be cbserved ard adhered to, and may be viewed upon reguest by the
applicant.

2. The applicant agrees to pay a $ meter deposit, which will be
refunded with interest when the applicant ceases to be a water customer and
all accounts are paid in full.

3. One household may be served by one meter. The Company reserves the right to
terminate service at the meter if addition of other houses or mobile homess is

suspected.

4., Company ewployees, possessing proper idemtification have right of egress and
ingress for meter reading, maintenance and repair activities as they are
warranted.

5. Water bills are due to be paid between the first and the tenth of each month
at the Camany office. If not paid by the tenth, a ten percent penalty is
added to the amount dua. If not paid in full by the twentieth, service is
subject for discormection. An additional meter deposit may be required amd a
service charge must be paid before service may be restored.

6. The water customer is responsible for water service lines L N
the dwelling. Installation, repair, and water loss are ng
the Customer. EFFECTIVE

atig 18 1992
DATE OF ISSUE__June_ 12 1992 DATE m_ﬁﬁww.ﬁﬁ.
Month Day  Year mm

’

ISSUED /
Starli s. Title
Name of officer
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RJLES AND REGUIATTIONS

10.

11.

13.

14,

Customer service lines and comnections mast be inspected by Company personnel
to insure against cross~comnections and inadequate materials for drinking
water.

Customer service lines shall be of at least 3/4 inch pipe or larger, and shall
be at least 160 pounds pressure with 200 psi preferred. Service line shall be
buried at least 24 inches to prevent freezing.

No galvanized fittings may be used on Customer lines.

A cut—off valve ocutside the meter box must be installed on the Customer's
service line for the Custamer's use.

A check valve to prevent back flow in case of water cutage must be installed
in customer's service line.

A plumbing inspection permit from the local Health Department nust be shown
before installation of a meter.

The Company agrees to supply potable water with adequate pressure to the
Customer meter. If water must be off for a planned outage Customers will be
notified. In case of emergency water line repair or unforseen water ocutage,
the Company will restore service as soon as possible.

Upon fulfilling contract terms and desiring to discontimue water service, the
Customer must give written notice in person or via telephone pursuant to 807
KAR 5:006 Section 12(1) of discontimiance at the Company office at least three
days prior to the date on which discomnection is desired. If such notice is
not given, the customer will remain liable for water used and service rendered
toii:hepmnisesbytheempanyuntil said notice is received by the Company
office. '

CONTRACT APPROVED BY':

Applicant/Customer pUBLIC SERVICE COMMISSION

OF KENTUCKY

Caompary Representative

EFFECTIVE

AUG 181982

—_ DATE OF ISSUE_ June 12 1992 DATE EFFECTIVE gl uANT 19

Month Day Year

s ing S. ory Title Address

g+

Name of Officer
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AQUA/KWS, _Inc.

Middlesboro and Clinton
FOR___and Adjacent Territory
P.5.C. Ry. No. 1
Original sheet No. 37

Cancelling P.S.C. Ky. No., FWS 1
KY Water Service Sheet Nos.3-24

BULES AND REGUIATIONS

CUSTCMER BILIL, FORM (All CQustomers)

Payment dus on or before

received by

PHEYIOUS
READING

PHESLNT
HEATNNG U

ACCOUNT

% PENALTY
added alter above date. Service will be discontinued, if paymeni not

GALLONS
£or 1 COCE 1

AMOUNT

)

1
| amouNT
| oW puE

[ DATE DUE AMOUNT DUE
I

B

.

MUSsT
AN 1LY

HALLEY Corporation - (606) 273:6547

NUMBER
CODES: w.waTER GD-OGARBAGE  TH- STATE TAX
) PN-PEMALTY - SEWER NS - MISC. CHARGES

G5 GAE

§T, 56, SW, CY, €0 - SCHOOL TAMES
UB - UNPAID BALANCE

KEEP THIS PORTION FOR YOUR RECORDS

e —RETURN THIF EORTION WITH BAYMENY, .~

DATE OF ISSUE__June 12 1992

Month Day Year

ISSUED H%—q%

Secretary-Treasurer

"~ starlifg S. Grégory

Name of Officer

Title

LIC SERVICE COMMSSION
Pug OF KENTUCKY
EFFECTIVE
UG 18 1892
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' SECTION 9(1)

DATE EFFECTIVE___ June 15 2
% ZERVICE L GrR
Iexington, Kemtucky
Address
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RULES AND REGULATTIONS

MONITORING OF CUSTOMER USAGE

At least once anmually the Company will monitor the usage of each Customer
according to the following procedure:

(1)

(2)

(3)

(4)

(5)

(6)

The Custamer’s anmial usage for the most recent 12-month pericd will be
comared with the anmal usage for the 12 months immediately preceding
that: period.

If the anmual usage for the two periods are substantially the same or if
any difference is kixwn to be attributed to unique circumstances, such as
urmsual weather conditions, common to all Qustomers, no further review
will be done.

If the anmual usages differ by twenty (20) percent or more and cannot be
attributed to a readily identified common cause, the Company will campare
the Custamer's monthly usage records for the 12-month period with the
monthly usage for the same months of the preceding year.

If the cause for the usage deviation cannot be determined from analysis of
the Customer's meter reading and billing records, the Campany will contact
the Custamer by telephone or in writing to determine whether there have
reen changes such as different mmber of household members or work staff,
additional or different appliances, changes in lusiness volune, Or known
leaks in the Custamer's service line.

¥nere the deviation is not otherwise explained, the Company will test the
Customer's meter to determine whether it shows an average error greater
than 2 percent fast or slow.

The Company will notify the Custamers of the investigation, its firdings,
and any refunds or backbilling in accordance with 807 KAR 5:006, Section
10(4) and (5).

In addition to the anmial monitorirg, the Company will immediately investigate
usage deviations brought to its attention as a result of its on—going meter
reading or billing process or customer ingquiry.

N
SERVICE COMMISSIO!
PUBLLC OF KENTUCKY
EFFECTWE
DATE OF ISSUE _ June 12 1992 DATE EFFECTIVE _ June AUG llg 199%992
h Day Year !
: PURSUANT TO Yo7 \OFRE01.

ISSUED m@lﬁ%‘ﬁmw LeyingtoS
Starli S. Title

Name of Officer B (I GHRVICE COMMISSION MANAGER
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Middlesboro and Clinton
FOR__and Adjacent Territory =
P.S.C. Ky. No. 1
Original Sheet No. 39
Cancelling P.S5.C. Ry. No._ IS 1
KY Water Service Sheet Nos.3-24

AQUA/KWS, Inc.

CILASSTFICATION OF SERVICE

SCHEDULE OF SPECTIAL SERVICE CHARGES

The following charges for special services shall be made:

1.

Service Recomnection Charge. A charge of $20.00 shall be made for all service
reconnections made during regular working hours, except that there shall be no
comnection charges made for service on the original installation of
facilities.

Meter Reading Recheck Charge. A charge of $20.00 shall be made for a txip to
recheck a meter reading when the Customer requests the meter to be rechecked

for a correct reading and meter was not misread.

Meter Test. Upon request and payment of $15.00 the Customer may have his
meter tested provided request by the Qustamer is not more frequent than once
each twelve months. If such test shows the meter to be more than two percent
fast, a refund of $15.00 charge shall be made and bill adjusted accordingly.
If the periocdic testing requirement of 807 KAR 5:006 has not been met for the
meter tested, no charge will be made for the test regardless of results of the
test. :

PSC Meter Test Complaint. Any Customer of the Company may reguest a meter
test by written application to the Kentucky Public Service Commission.

PUBLIC SERYICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1892

PURSUANT TO 807 XAR 5011,
SECTION 8 {1}

BY:

PUBDC - AR
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Month Day Year Month Day Year
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CIASSIFICATION OF SERVICE

Applicable:

This rate is applicable within the City limits of Middlesboro, Kentucky and
vicinity served by AQUA/KWS, Inc.

Availability o ice:
Available for General Damestic, Commercial and Industrial service to Custamers
on existing mains or secondary lihes of the Campany's water distribution
system.

Rate {Net):
Consumption Block

First 1,000 gallaons per month $5.60
Next 9,000 gallons per month 2,25 per 1,000 gallons
Next 15,000 gallons per month 2.05 per 1,000 gallons
Next 25,000 gallons per momth 1.95 per 1,000 gallons
Next 50,000 gallons per month 1.75 per 1,000 gallons
1.60

Over 100,000 gallons per month per 1,000 gallons

Minimm Monthly Charge Gallons Allowed

5/8" or 3/4" meter $ 5.60 - 1,000/month
1" or 1-1/4" meter 16.85 -~  6,000/month
1-1/2" meter 32.00 ~ 13,000/month
2" meter 40,22 - 21,400/month
3" meter 137.55 -~ 68,400/month
4" meter 236.85 ~ 127,500/month
6" meter 483.25 - 281,500/month

An additional surcharge of $0.5930 per 1,000 gallons/month shall be added ard
shown separately, on all Middlesboro billings. Service will be supplied under
Company 's General Rules and Requlations.

BLIC SERVICE COMMISSION
P OF KENTUCKY
EFFECTIVE
DATE OF ISSUE June 12 1992 DATE EFFECTIVE_June 15 A%ZI 8 1992
SSUED Month Day Year
%‘* PURSUANT TO 807 KAR 5011,
I Lexington, )
Starl S. G]:é;o& Ty tle !
o o o B:xiam SERVICE AenaMSSION MANAGER

Issued by authority of an Order of the Public Service Comission of Kentucky in
Case No. 89-340 and 90-067 dated October 10, 1990,
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Original Sheet No. 41
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CATION O

WATER RATES
Applicable:

This rate is applicable within the City limits of Clinton, Kentucky and
vicinity served by AJIA/KWS, Inc.

Availability of Sexvice:

Available for Geperal Domestic, Commercial and Industrial service to Customers
on existing mains or secondary lines of the Company's water distribution

system.
Rate (Net):

Consumption Block Rate

First 1,000 gallons per month $7.50 minimum

Next 9,000 gallons per month 4.25 per 1,000 gallions
- Rext 15,000 gallons per month 3.90 per 1,000 gallons

Next 25,000 gallons pexr month 3.55 per 1,000 ¢gallons

Next 50,000 gallons per month 3.15 per 1,000 gallons

Over 100,000 gallons per month 2.75 per 1,000 gallons

Minimm Monthly Charge Gallons Allowed

5/8" or 3/4" meter $ 7.50 - 1,000/month

1" or 1-1/4" meter 25.78 - 5,300/month

1~1/2" meter 50.43 - 11,200/month

2% meter 75.38 ~ 17,600/month

3" meter 217.89 -~ 57,900/month

4" meter 369.75 =~ 100,700/month

6" meter 764.38 =~ 250,500/month

Service will be supplied under Campany's CGeneral Rules and Requlations.

C SERVICE COMMISSION
PuBL OF KENTUCKY
EFFECTIVE

DATE OF ISSUE June 12 1992 DATE EFFECTIVE June 15 199d)G 18 1992
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AQUA/KWS, Inc.

RULES AND REGULATIONS

CUSTOMER COMPLAINTS

Complaints may be made to the System Manager whose decision may be appealed to the
Aqua/KWS$, Inc. General Manager. Such appeal shall be in writing within ten (10) days of
the date of the decision by the Manager. Stating the nature of the complaint and
supporting evidence. Decisions by the General Manager shall be in conjunction with the
Aqua/KWS$, Inc. Board of Directors, as needed. These decisions may be brought before
the Public Service Commission in accordance with 807 KAR 5: 006, Section 9.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

JUN 19 1995
PURSUANT TO 807 KAR 5011,
SECTICN G {4}
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Month Day Year Month Day Year
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WATFR SHORTAGE RESFONSE PLAN

Kentucky Water Service Company, Inc.
clinton, Kentucky

This Water Shortage Response Flan is adopted pursuant to the recammenda-
tions of the Kentucky Public Service Commission and the Commission’s Model
Water Shortage Response Plan, as herein modified, which was transmitted to
all jurisdictional water utilities by letter from the Commission dated July
12, 1988.

Section 1. Purpose. The purpose of this Plan is to provide for the
declaration of official phases of water supply shortages amd the implementa-
tion of wvoluntary and mandatory water conservation measures throughout the
area served by Kentucky Water Service in the event a shortage is declared.

Section 2. Definitions. These terms are applicable only for this PFlan
unless specifically noted.

{a) "Custamer" shall mean any person or entity using water for any pur-
pose from the Kentucky Water Service water distritmtion system and
for which either a reqular charge is made or, in the case of hulk
sales, a cash charge is made at the site of delivery.

(b) "“Raw Water Supplies" shall mean all water potentially available to
persons in the Kentucky Water Service.

(e} '"Treated Water” shall mean water that has been introduced by the
Kentucky Water Service Company into its water distribution system,

including water offered for sale. Uses of treated water are clas-
sified as follows:

Essential Water Uses {Class 1):

The following uses of water, listed by site or user type, are es~
sential.

Demestic:

- water necessary to sustain human life and the lives of domes-
tic pats, amitomintainmininmstarﬂardofhygienearﬁsan—
itation. !

Health Care Facilities:

- patxent care and rehabllltat.lm, ux:lud:.rg ra],qtgcl filling ami

cperation of swimming pools. 1an 13
Water }hlll . :' e e
o PURGHY L n T
) Salmgm for damestic use where not reasonably ava:.lable"‘ else-
’ BY:



public Use:
- firefighting,

- health and public protection purposes, if specifically ap—
proved by health officials.

ia Q i t Uses ass 2):

The following uses of water, listed by site or user type, are
socially or econamically impaortant.

Domestic:

- perscnal, in-house water use including kitchen, bathroam and
laurndry.

Water Haulirsg:.

- non—domestic, when other sources are not reasonably available
elsevhere.

Commercial arxd Civic Use:

- cammercial car and truck washes.

- lawrdramats.

- restaurants, clubs, ard eating places.

- schools, churches, motels/hotels, and similar commercial es-
tablishments.

Outdoor Non—-Commercial Watering:

- minimal watering of vegetable gardens.,

~  minimal watering of trees where necessary to preserve them.
Outdoor Camercial or Public Watering (using conservation methods

and when other sources of water are not available or feasible to
use) :

552%ION

N UBLIC SERVIE COM:
- agricultural irrigation for the prcrgtlctlomlog__ ok i
or the maintenance of livestock. cryELTIvY

-~  watering by arboretums and public gardensigf hatididl, state,
regional, or cammunity significance where necessary to pre-
serve specimens. o T 7' -

- waterlrr; by camercial murseries at a mnmum 1evel ne:::essazy




-

watering at a minimm rate necessary to establish or maintain
revegetation or landscape plantings required pursuant to law
or requlation.

watering of woody plants where necessary to preserve them.

minimal watering of golf course greens.

Recreational:

operation of mmicipal swimming pools and residential pecls
that serve more than 25 dwelling units.

Alr comditioning:

refilling for startup at the beginning of the cooling seasan.
makeup of water auring the cooling season.
refilling specifically approved by health officials where the

system has heen drained for health protection or repair serv-
ices.,

Non-Essential Uses (Class 3):

waste of water, as defined herein, is non-essential. The fol-

Any
lowirng uses of water, listed by site or user type, are ncn-essential.

Public Use:

use of fire hydrants (excluding Class 1 and Class 2 uses), in-
cluding use of sprinkler caps, testing fire apparatus, ard
fire department drills.

flushing of sewers ard hydrants except as needed to ensure
public health and safety as approved by health officials.

Camnercial and Civic Use:

—

Ornamental Purposes: GV

-—

serving water in restaurants, clubs, or eat:ug &ﬁces, except
by custcmer regquest. PUBLIC SER/IC: CURE:

failure to repair a controllable lea]i‘f

increasing water levels in scenic ah¥irbcreational ponds and

lakes, exceptforthenunmmammtreqmredtosupportfxsh
amd wildlife. PURSE

ﬂi(‘ 4

fomtains, reflecting pools, and art1f1cia1 watarfalls.



(@)

(e)

()

Outdoor Non-Cammercial Watering:
- use of water for dirt control or campaction.

- watering of anmual or non-woody plants, lawns, parks, golf
course fairways, playing fields, and other recreational areas.

- washing sidewalks, walkways, driveways, parking lots, tennis
courts, or other hard-surface areas.

- washing down buildings or structures for purposes other than
immediate fire protection.

- flushing gqutters or permitting water to run or accumilate in
any gqutter or street.

Ouatdoor Comnercial or Public Watering:

~  exparding mursery facilities, placing new irrigated agricul-
tural land in production, or planting of lardscaping except
when required by a site design review process.

- use of water for dirt control or compacticn.

- watering of lawns, parks, golf course fairways, playing
fields, ard cther recreaticnal areas.

-  washing sidewallts, walkways, driveways, parking lots, tennis
courts ar other hard-surface areas.

-  washing down buildirgs or structures for purposes other than
immediate fire protection.

- flushing gqutters or permitting water to run or accumilate in
any gutter or street.

. Recreational uses other than those specified in Class 2.

Norm—commercial washing of motor ard other vehicles.

Air conditioning (see also Class 2 purposes): = .
PUBLIC 554 HETION
~  refilling cooling towers after draining,

"Base Entitlement™ shall mean the monthly LoK, a custamer dur-
ing the same month of the preceding cal myworﬂmavarage
percnsmnerusaqeforeachclassofservmedurmthesane month
of the preceding year. PURSLIA i

"Curtailed Entitlement” shall mean the mmly;usage forj_mstmar
after any curtailment percentage has bedr appliediy

"Qurtailment” shall mean the reduction in entitlement by some per—
centage to meet anticipated water shortages.



{g) Water Shortage Response Phases:

"Advisory' shall mean that conditions exist which indicate the po~
tential for sericus raw or treated water supply shortages,

Walert" shall mean the raw or treated water supplies are consis-
tently below seasonal averages, and if they continue to decline,
may not be adecuate to met normal needs.

rEmergency' shall mean that raw or treated water supplies are below
the level necessary to meet normal needs and that serious shortages
exist in the area.

(h}) ¥Raticning" shall mean that procedures must be established to pro-
vide for the equitable distribution of critically-limited raw or
treated water supplies, in order to balance demand and limited
available supplies, ard to assure that sufficient water is avail~
able to preserve public health and safety.

Section 3. Applicability. The provisions of this Plan shall apply to
all retail armd wholesale customers of the Kembtucky Water Service
When implemented, this Plan beccmes Kentucky Water Service’s Water Shortaga
Response Regulation.

Section 4. Entitlements. Entitlements shall be established for each
custamer by adjusting the base entitlement to reflect any knawn change in
usage pattern.

Section 5. ination of Water Sh e. Water supply and usage
shall be monitored on a contimwus basis. Unrestricted demand shall be pro—
jected from past records amd adjusted for changes such as new developments
ard weather conditions on a regular basis. (Note: A sample calculation
page is attached as Apperrlix A to assist in determining overall water lev-
els. It is important that accurate water measurements be used.) Water
shortages generally occur for two reasons: a reduction in available sup~
plies or a system failure., Each of these has a distinct influence on the
nature and duration of the cunservation program implemented. Official dec-
laration of a water shortage stage arnd implementation of the measures neces-
sary to curtail water use shall be approved by the President of Kentucky Wa-
tar Service Campany, Inc.

Section 6. Temm of Water Shortage Declaration. Any water shortage dec-
laration shall remain in effect until water Spldes and:service: eppditions
have returmed to normal. A final determination as ¢o termina a water
shortage declaration shall be made by the President of Kem:udcy Water Sexrv-~
ice Campany.

BRI B
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Section 7. Water shortage _Stage, Criteria, Conservation, and
Curtailmert Measures.

A. Advisory Stage:

(1)

Criteria: A water advisory shall be declared when the amount
of treated water or raw water available for treatment is pro-
jected to be no more than 15 percent above demarnyd, or there
are pericds of low water pressure in cone or more areas of the
distribution system due to system failure or inadequacies or
the State Divisicn of Water issues a Water Shortage Watch
vhich includes the areas from which the Kentucky Water Service
draws water.

(2) Conservation and Curtailment Measures:

{a) Declare a Water Shortage Advisory.

(b) Provide proper notice to all customers and to all local
news media.

(c) Eliminate all water leaks.

(d) Request voluntary conservation of all non-essential
(Class 3) water use.

(e} Request wholesale customers also issue request for volun-~
tary conservation by their customers of all non-essential
{Class 3) water use.

B. Alert Stage:

(1)

(2)

Criteria: A water alert shall be declared when the amunt of
treated water available is projected to be no more than 10
percent above demard, and raw water suoplies are consistently
below seasonal averages ard if they contimie to declines, may
not be adecuate to meet normal needs.

Conservation and Curtailment M:
(a) Declare a Water Shortagaﬁb‘fem

(b} Provide proper notice to all custcm.rs ax;d o all lccal
news media. AT B
(c) Eliminate all water leaks. ey J.'-’L”
“U“'{o ; et s
(d) Prohibit all non—essentlal (Cla.ss 3) wate.r

(&) Curtail entitlements to“’rall_ mstam.rs by the same per-
centage as the projected shortage.

(£) Begin billirg all custamer water usage in excess of cur-
tailed entitlement at the normal rate plus an excess us-
age charge of $7.50 per 1,000 gallons.

6



C. Emergency Stage:

1.

2.

Crireria: A Water Emergency shall be declared when the amount
of treated water available is projected to be no more than S
percent above demard, and there are pericds of no water in one
or more areas of the distribution system due to low water sup-
ply or raw water supplies below the level necessary to meet
normal needs.

Conservation and Qurtailment Measures:
(a) Declare a Water Shortage Emeryency.

(b) Provide proper notice to all customers and to all local
news media.

(c) Eliminate all water leaks.
(d) Prohibit all Class 3 uses of water.

(e} Prohibit all Class 2 uses of water except Damestic uses
for kitchens, bathrooms, and laundries.

(f) Cwxrtail all commercial and industrial entitlememnts
{except Health Care Facilities) by 100%.

{g) curtail Residential entitlements by the same percentage
as the prujected shortage.

(h) curtail entitlements to all wholesale customers by the
same percentage as the projected shortage.

{1} Begin billing all customer water usage in excess of cur-
tailed entitlement. at the normal rate plus an excess us-
age charge of $8.50 per 1,000 gallons.

D. Rationing Stage:

Criteria: Treated water available is below demand and raw wa-
ter supplies are no more than 3 percent above the Jevel -
dent and/or Manager of Kentucky Waté# “Bervive, mandatory
rationing is required to insure adequate watér'is available to
maintain public health and safety.

tion and i sures: o
e NN A

PL“)\:)\-«‘f.' 7- t =
(a) Declare Water Shortage Rationing.

(b) Provide proper notice €5 a1 ;
S :Ejja. Meeti s,

{c) Eliminate all water leaks.

(d) Prohibit all Class 3 and Class 2 uses of water.

7



irg:

(e) curtail all ccmmercial and industrial entitlement (except
Health Care Facilities) by 100%.

(f) Curtail all residential and wholesale entitlements by the
same percentage as the projected shortage.

(g) Isplement service internptions to portions of system in
accordance with approved published schedule. The sched-
ule shall be provided to all local media.

(h) Begin billing custamer water usage in excess of
curtailment entitlement at the normal rate plus an excess
usage charge of $9.50 per 1,000 gallons.

Section 8. Enforcement of Water Restriction. Any person who violates
ﬂmprov:.smnsoftlnsPlan,vdmfallstocnrrywtthecmnesarﬂresponm—
bilities imposed by this Plan, or who impedes or interferes with any action
undertaken

(a)

(b)

(c)

(d)

or ordered pursuant to this Plan shall be subject to the follow-

If the utility official charged with implementation and enforcement
of this Plan learns of any violation of any water use restriction
impesed, a written notice of the vioclation shall be affixed to the

where the violation ocourred and mailed to the custamer of
record. Said notice shall describe the violation and order that it
be corrected, cured, or abated immediately or within 48 hours.

The notice will inform the custawer of his or her right to appeal
by requesting a hearing before the utility’s designee. If a hear-
ing is requested by the custamer, he or she shall be given full cp-
portunity to be heard before termination. 'Ihegcvermn;bodyshall
make findings of fact and decide whether service shauld contime or
terminate.

Any custamer whose water service is terminated for violating provi-
sians of this water curtailment plan shallbes:bjecttotheap-
proved reccnnection fee prior to recomnection of service.

Any residential or non-residential water® e '
allotmerts established pursuant to this wate ‘_--i-.-
plan will be subject to excess-use charges.

(1) "Excess-use dla.rgas" will be collected badlll
which a caustaner’s use exceeds the water allct:nmtsb“,
lished pursuant to this Water Shortdgg: RESpoﬂSePlan.J

(2) Any monies collected through excesspyse chargashall mt"be
accauarted forasnmte, mtshallbeplad:edmaresexveac—
camnt that is dedicated to adkiressing water shortage problems
and wvater conservation initiatives.

(3) However, the excess usage charge billing provisions of this
Plan shall not be put in effect if a county or city ordinance
containing penalty provisions is in effect to assist enforce-
mertt of this Plan.



Section 9. Reguest for Exception.

(a) Exception to water use restrictions: If campliance with any
arrtailment measure authorized herein would cause a customer
to bear extraordinary hardship, that individual or entity may
apply to the Kentucky Water Service Campany for an exception.
For these purposes, “extraordinary hardship* shall be defined
as a comdition which may threaten health ard safety, or cause
property or econamic losses, each of which must be shown to be
substantially more severe than the sacrifices borne by other
users. If extraordinary hardship is found to exist, then an
exception shall be granted and a written waiver issued to the
custcmer. If an arpeal is made, water service shall be con-
timnued until a decision is amnounced. Any person aggrieved by
the decision may file a camplaint with the Public Service Com-
missicn.

(b) Exception to curtailment surcharge: Exceptions to excess use

Section 10. Severabjility. TIf any provision of this Plan is declared

invalid by the courts, the remainder of the Plan and its applicability to
other persons and circumstances shall not be affected by that declaratiom.

Section 11. Effective Date. This Plan shall take effect immediately
upon approval by the Public Sexrvice Commission.
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Middlesboro and Clinton

FOR__and Adjacent Territo
- P.5.C. Ky. No. Eya

Original Sheet No. 1
WSCK Cancelling P.S.C. Ky. No._¥i% 1
_ ACURANG—Fner— Sheet No.
RULES AND REGULATIONS
INDEX
Sheet
Mumnber
Territory Served 4
Definitions Applicable to Rules arnd Regulations 5-6
Rules and Regulations 7-37
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1. Rules & Regulations Governing Rerdering
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2. Application for Water Service 8
3. Use of Water in Accordance with Application 9
-~ 4, Special Applications for Water Service 9
5. Customers Liability for Charges 9
6. Street Service Connections 10
7. Customers Service Pipes 11-12
8. Plumbing Must be Approved by Company 12
9. Meters and Meter Installation 13
10. Meter Tests and Test Fees 14
11. Public Fire Hydrants 15, 16, 17, 18
PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
AUG 181992

PURSUANT TO 807 KAR 5011.

brooK Illmo:s
M—
Address
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Middlesboro and Clinton
FOR___and Adjacent Territory
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— ACRE—TRG— Sheet No.
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INDEX - Cont'd.
Sheet
Number
12, Private Fire Hydrants 1%, 16, 17, 18
13. Fire Hydrants in Unincorporated Areas 15, 16, 17, 18
14. Discontimiance of Water Service 19
15. Renewal of Water Service after Discontinuance 20
16. Turn-On Charge 21
17. Bills for Water Service 22
18. Terms of Payment 23
19. Abatements and Refunds 24
¥
20. Boiler and Engine Water Supply 24
21. Intermuption in Water Supply 25
22, Iiability of Company 25
23. Cross Cannections and Intercormections 26
24, General 27
25. Approval of Rules and Regulations 27
26. Main Extensions ) 28
. 1CE COMMISSION
27. Form of Extension Agreement PUBLIC %%R:BITUCKY 29-30
VE
28. Special Charges EFFECT
29, Custcmers Deposits AUG 181992 3533
30. Custcomer Bill of Rights PURSUANT TO 807 KAR 50144
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INDEX - Cont’d
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Middlesbore and Clinton
FOR___and Adjacent Territory

- P.S.C. Ky. No. X7
Original Sheet No. 4
WSCK, Cancelling P.S.C. Ky. No._BWS 1
. ARG 000 K Water-Sarvico-Sheot-Noar3—24—

RULES AND REGUIATTONS

TERRTTORY ‘TO WHICH RUJLES, RBEGULATICNS AND SERVICE CLASSIFICATIONS APPLY:

The Rules, Regulations, and Service Classifications contained in this
tariff apply in the followirg:

City of Middlesboro ard contiguous territory in Bell Courty, Kentucky
City of Clinton and contiguous territory in Hickman County, Kentucky

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 181992

PURSUANT TO 807 KAR 5:011,
SECTION 9 {1)

DATE OF ISSUE

Address
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Middlesboro and Clinton
FOR__and Adjacent Territory

P.5.C. Ky. No. 22
Original Sheet No. 5
WSCK Cancelling P.S.C. Ky. No._EWS'1
RULES AND REGUIATTIONS

DEFINITTONS

DEFINITIONS APPLICABRLE TO RULES AND REGUIATIONS:

(a)

(b)

(c)

(d)

(e)

"Custaomer” shall mean any perscn, firm, corporation or municipality
supplied by water service pursuant to these Rules ard Regulations.

"Bona fide prospective custamer"” shall mean any owner or lessee who
is to be the occupant of an existing developed premises having a
curb line abutting on that part of a street or public highway in
which there is, or is to be, located a distribution main of the Com—
pany, who shall file a signed application for a new street service
connection and for water service to such premises to be occupied.

"Company" shall mean the AQUA/KWS, Inc. acting through its officers,
managers, or other duly authorized employees or agents.

"Street service connections" shall mean a pipe with appurtenances
used to conduct water from a distributicn main of the Campany to the
curb line of the premises.

"Premises” shall mean and include:

(1) a building under one roof and occupied as one business or resi-
dence and served through one street service connection; or

(2) a cambination of buildings in carmon ownership in one common
enclosure or on a single tract of land not crossed by public
streets, roads, or ways and occupied by cne family or business
and served through one street comnection or through more than
one such connection if in the exclusive discretion of the Com-
pany, multiple connections are advisable in providing service;
or

(3) one side of a double house having a solid vertical partition
wall or each unit of a series of what are commonl
houses, each unit being occupied by one faﬂ‘%ﬁgw g@“
each served through one street service connectionFEF'glgcTNE

2005

DATE OF ISSUE_Jume- =5 1993~ DATE EFFECTIVE

rith Yy Year . Month Da \f
- _ Py, o EE:
ISSUED BY Secretary—Fressuree. S d e Aot
v




Middleshboro ard Clinton
FOR__and Adjacent Territory

P.S.C. Ky. No. 2
Original Sheet No. 6
WK Cancelling P.S.C. Ky. No. 3% 1
RULES AND REGUTATTCONS

DEFINTTIONS Cont’d,

(4) a building having a mmber of apartments or offices and using
halls and means of entrance in camon, and served through one
street service connection; or

(5) a building previcusly erected as a single family residence
served through one street service connection and subsequently
converted into apartments or offices or a cambinaticn of such,
with two or more separate halls arnd means of entrance not used
in cammon, and where separate water supply plumbing would not
be practicable; or

{6) each residential or business single occupancy unit, served
through one street service connection, in a building which is
not a premises ctherwise defined in these Rules.

(7) Rates are based on single family residences or muilti-family
units and are not applicable to other single family residences
or multi-family units. Where two or more residences or
multi-family units are served through cne street connecticn the
Corpany may allow service to be taken through one meter if the
segregation of plumbing on custorer’s premises would involve
undue expense to the custamer, but in this event the unit
blocks and minimm bills of rate would be multiplied by such
number of residences or units.

PROVIDED: They are located on lots having curb line abutting on that part of
a street or public highway in which there is, or is to be, located a distribu-
tion main of the Campany extending for at least one-half of the frontage of
the lot on said street or highway.

BLIC SERVICE COMMISSION
" OF KENTUCKY

EFFECTIVE

AUG 18 1892 2005
—315 5o

"R 1O 857 KAR 501K
P%UA o (WNAN

Name of Officer Title ] BY: O, e AR
PUBLIC SERVICE COMMISSION




Middlesphoro and Clinton
FOR __and Adiacent Territory

~ P.S.C. Ky. No. ol
Original Sheet No. 7

WSK Cancelling P.S.C. Ky. No. K& 1

ARSI KY Water Sexvice Sheat Nos. 324

RULES AND REGUIATTIONS

1. RILES AND REGULATIONS GOVERNING RENDERING OF SERVICE:

(a) The Rules and Regulations in their entirety as hereinafter set
forth or as they may hereafter be altered or amernded in a regular
and legal manner shall govern the rerdering of water service ard
every custamer upon signirgy of an application for water service or
upon the taking of water service will be bound thereby.

(b) Except fire and special temporary services, all service will be
rendered on a meter basis. Residential, cammercial, industrial and
minicipal service is only regularly available for single premises
as "premises" is defined in these Rules. When the interests of
other customers would not be jecpardized or prejudiced, the
Company's President or a Vice President may, by writing, authorize
service at regular rates to goverrmental or political corporations,
districts, or authorities not qualifying as "premises" under these
Rules. In special cases, for good cause shown, the Public Zervice
Commission may permit deviations from this regulaticon.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1992

PURSUANT TO B07 KAR 5011,
SECTION 8 (1)

2006"
—_ DATE OF ISSUE _June 4 2553 hi3
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Middlesboro and Clinton

FCR___and Adjacent Territory

— P.5.C. Ky. No. A2
Original Shest No. 8

WSk Cancelling P.S.C. Ky. No._J&W® 1

—RAEERAAS - —TFre— Kr-Water Sermrice Sheet Nos, 3-24,

RULES AND REGUIATTONS

2. APPIICATIONS FOR WATER SERVICE
(a) New S t Service Connection

Upcn written application by the owner, or his properly authorized
agent, on forms furnished by the Campany, for the immediate and
contimious supply of water to premises having a curb line alutting on
that part of a public street or highway in which a distribution main of
the Conpany is located, the Company will install, own and maintain the
street service connection to such premises. The Company shall
determine the size of all street service connections.

(b) Existing Street Service Connection

When any person, firm or corporation, not theretofore taking water
service frum the Company, applies for water service, the application
shall be in writing on forms supplied by the Corpany. When such
application is accepted by the Campany, it shall constitute a contract
- between the applicant ard the Company for service at the premises named
in the application and at any other premises at which the named
applicant may be securing service unless a separate application for
service to such other premises shall have been accepted by the Company.

Any change in the location of the contracting customer to any other
premises will require notificaticn of the Company by the Customer. The
obligaticn of the custamer to the Company under the existing contract
will contirue in full force and effect at the new location, premises or
address.

The Campany shall have the right to discontinue the supply of water to
any premises if the owner or occcupant does not have a contract for such
service with the Company. Within twenty-four (24) hours after such
termination, the Company shall send writien notification to the
Customer of the reason or reasons for the tenn:math?& WMSS\ON
OF KENTUCKY
EFFECTIVE

AUG 18 1992

T 10 807 KAR 5011,
pURSUM::’EchQu_Q )]

Addzess



Middlesboro and Clinton

FOR___ard Adjacent Territory
P.5.C. Ry. No. ol

Original Shest No. 9
WSLK Cancelling P.S.C. Ky. No. ¥¥S 1
. AeERANET—INE BFatexSarvica—Fhest—Nos: 3~

RULES AND REGUIATTONS

3. USE OF WATER IN ACCCRDANCE WITH APPLICATICN:

No person or persons, corporation or partnership receiving water
service from the Company will be permitted to use water for any cother
purposes than that for which they shall have contracted to pay as shown
by their application, nor shall they supply water in any way to any
other party or parties without a written permit from the President or a
Vice President of the Company. An accepted arplication for water
service to any premises shall constitute a license to the applicant to
take and receive a supply of water for said premises but only for the
uses specified in such applications and the supply shall not be used
except for the premises specified in the application.

4. SPECIAL APPLICATIONS FOR WATER SERVICE:

(a)

(b)

Water for transient, temporary or special services must be
specially applied for.

Water for kuilding or construction purposes, when not furnished on
an application for regular metered service, will be supplied urder
special application.

5. CUSTOMER'S LIABILITY FOR CHARGES:

A custamer who has made application for water service to any premises
shall be held liable for all water service furnished to such premises.
Any Customer desiring service terminated or changed from one address to
another shall give the Company three (3) working days' notice in
person, in writing, or by telephone.

LIC SERVICE COMMISSION
P OF KENTUCKY

EFFECTIVE
AUG 181992

PURSUANT TO 807 KAR 5011,
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Middlesboro and Clinton
FOR___and Adjacent Territory

- P.S.C. Ky. No. X 2.
Original Sheet No. 10
WS UL Cancelling P.5.C. Ky. No._¥H® 1
AT TRE— K Water-Sarvice-Sheet-Nogr3=gi
RULES AND TIONS
6. STREET SERVICE CONNECTIONS:
(a) The Company will make all comnections to its mains and will specify

the size, kind amd quality of all materials entering into the
street service connections.

{b) The corporation cock, meter box and the street service pipe from
the street main to the curb line or meter box shall be furnished
and installed by and shall be the property of the Conpany and under
its sole control and jurisdiction.

(c) Where a street service connection is already laid to the curb line,
or meter box, the Customer shall connect with the street service
connection as laid.

(d) The meter box shall be set in sidewalk or just inside customer's
property on a level with the grade of the sidewalk or yard and
shall be kept accessible at all times.

(e) The street service connection from the main to and including the
meter box will be maintained by the Corpany at its expense.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
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RUIES AND REGUIATTONS

7. CUSTCMER'S SERVICE PIPES:

(a)

(b)

()

(d)

(e)

(£)

(9

()

The Campany will specify the size, kind and quality of the
materials which shall be laid hetween the curb line and the
structures on the premises to be supplied.

The service pipe from the meter box to the place of consumption
shall be furnished and installed by the Customer at his expense and

risk.

The Customer's service pipe and all comnections and fixtures
attached thereto shall be subject to the inspection and approval of
the Company before the water will be turned on.

The service pipe shall be laid below the frost line at all points
and shall be placed on firm and continuous earth so as to give
unyielding and permanent support, and shall be installed in a
trench at least two feet in a horizontal direction from any cother
trench wherein are laid gas pipe, sewer pipe, cr other facilities,
public or private, unless specifically authorized and approved by
the Conpany.

The Customer shall install a stop and waste cock of a type approved
by the Company on the service pipe immediately inside the
foundation wall of the building supplied, and to be located so as
to be easily accessible to the occcupants and to provide proper
drainage for all of the pipes in the building.

The Customer shall make all changes in his portion of the service
pipe required on account of charges of grade, relocation of mains
or cother causes.

No fixtures shall be attached to or any branch made in the service
pipe between the meter and the street main.

Each premises shall be supplied through an independent service pipe
from a separate meter box and the aprlicant for service shall be
solely responsible for all water used cn and i%g%ﬁ.&NWMSSEON

OF KENTUCKY
RULES AND REGUIATIONS EFFECTIVE
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(1) When more than one premises is supplied through a single service

pipe, any vioclation of the Rules and Regqulations of the Company
with reference to either or any of the said kuildings or premises
shall be deemed a violation as to all and the water service shall
be discontimued after the Customer has been given at least ten (10}
days written termination notice and reascnable opportunity allcwed
for each premises to attach their pipes to separately controlled
service comnections.

(3) Any repairs or maintenance necessary on the Customer's service pipe
or on any pipe or fixture in or upon the Custamer's premises shall
be performed by the Custamer at his expense and risk.

(k) In those instances where the Customer requires water pressure which
differs from the standard pressure provided by the Company he shall
be required to install and maintain at his own expense the
necesgary equipment to provide the desired pressure. Such
equipment and the installation thereof to be approved by the
Campany. In no event, however, shall the pressure at the

= Customer's service pipe under normal conditicns fall below thirty
(30) psig nor shall the static pressure exceed 150 psig.

3. PIIMBING WORK MUST BE APPROVED BY OCOMPANY:

All plurbing work done in connection with the Company's water mains or
appurtenances shall be submitted for the inspection of the Campany, and no
urderground work shall be covered up until inspected ard approved by the

.  Whenever the Campany determines that a job of plumbing is
cbviocusly defective, although not in direct violaticon of these Rules and
Reculations, the Company will insist upon its beirng corrected before the
water will be turned on.

PUBLIC SERVICE COMMISSION
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RULES AND REGUIATIONS

9. METERS AND METER INSTALIATIONS:

(a) The Company shall specify the kind and size of meter to be
installed.

(b) Meters will be furnished, installed, and removed by the Company ard
shall remain its property.

(c) Each premises shall have a separate meter ard the applicant for
service shall be solely responsible for all water used on amd in
said buildings or premises.

(d) Meters will be maintained by the Company at its expense insofar as
ordinary wear is concerned, but damage due to hot water, freezirng
(as a result of Customer's unautheorized removal of meter cover) or
other external causes arising out of or caused by the Custcmer's
negligence or carelessness shall be paid for by the Customer.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
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RULES AND RBEGUIATIONS

10. METER TESTS AND TEST FEES:

(a)

(b)

(c)

(d)

All meters are accurately tested before installation and are also period-
ically tested in accordance with the Public Service Commission's requla-
tions. The Campany may at any time remove any meter for periodic tests
or for repairs or replacement and may, at its option and expense, test
any meter when the Campany has reason to believe that it is registering
inaccurately.

The Campany shall make a test of the accuracy of any meter upcn written
request of the Custamer, provided the Customer does not request such test
more frequently than once in twelve months. For such request test, the
fee as established herein shall be paid in advance by the complainant but
should the said meter be fourdd, upon said test, to be more than two (2)
percent incorrect to the prejudice of the Customer, the fee so charged
shall be returned to the camplainant.

For test of meters made upon reguest of the Custcmer and performed by the
Compary, the following fees shall be paid:

outlet 1-inch or less £15.00

Qutlet 2-inches ard over 1-inch Cost of Test
Qutlet 3-inches and over 2-inches Cost of Test
Outlet 4-inches arnd over 3-inches Cost of Test

Outlets greater than 4-inches as per special fee
fixed by Public Service Comnission.

In addition to the regquest tests of meters performed by the Company, the
Customer may, upon formal written application to the Public Service Com~
mission accompanied by payment of the fees as set forth, have a test
conducted by the Company in the presence of an employee of the Commis-
sion, or by an employee of the Cammission. Should the meter by fourd,
upon said test, to be more than two (2) percent incorrect to the
prejudice of the Customer, the total cost of such test shall be assumed
by the Company and the amount of the fee paid shall be returned to the
Qustomer.

For test of meters made upon complaint of the Customer and performed by

the Public Service Commission, the charges therefore Gﬂl\m‘
mity with the rules and charges prescribed by the GMB: TUCKY
EFFECTIVE
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RULES AND REGUTATTIONS

11, 12, & 13. FUBLIC FIRE HYDRANTS (Including Private Fire Hydrants) and
(Fire Bydrants in Unincorporated Areas)

Tire Protection Generally

1. On or after the effective date (June 7, 1892) of adninistrative requla-
tion 807 KAR 5:066 Section 10(2) (b), fire hydrants may be installed by a
Utility only if:

a. A professional engineer with a Kentucky registration has certified
that the gystem can provide a minimm fire flow of 250 gallcns per
mirmute; and

b. The system supporting this flow has the capability of providing this
flow for a period of not less than two (2) hours plus consumption at the
maximm daily rate.

2. The lecation, installation, and the responsibility for maintenance of

~ fire hydrants, public and private fire protection facilities, connecting
mains, and their ownership may be subject to negotiation between the
Utility and the applicant. Fire hydrants and public and private fire
protection facilities shall be installed as required by the Utility and
if owned by the Utility shall be subject to any corditions the Public
Service Commission may impose, based upon the compensation received for
this service.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 1% 1992

PURSUANT TO 807 KAR 5011,
SECTION 9 (1)

o et
AELC SERV) AGER

DATE OF ISSUE_ Juwne————i3 55080  DATE EFFECTIVE Sume—— 35— 30628000

Month Day Year Month Day  Year
President Nofhbrogk. Iumaas




Middlesbore and Clinton

FOR__ and Adjacent Territory
- P.S.C. Ky. No. 2
Criginal Sheet No. 19
wHC K Cancelling P.S.C. Ky. No. X 1
AT —Fmes— BWater—Servwice—Sheot-Nos3—24—

RULES AND REGULATICNS

14. DISCONTINUANCE OF WATER SERVICE:

{(a) Service rerdered under any application, contract or agreement may be
discontimied by the Campany after proper notification in accordance with
807 KAR 5:006, Section 14 for amy of the following reasons:

(1) For willful or indifferent waste of water.

(2) For failure to protect the meter and its connections from injury or
darage, or for failure to protect and maintain the service pipe or
fixtures on the property of the Customer in a condition satisfactory
to the Company.

(3) For molesting or tampering by the Custamer, or others with the
knowledge of the Custamer, with any meter, cornections, service pipe,
seal or any other appliance of the Company controlling or regulating
the Custamer's water supply.

-~ {4) For failure to provide the Company's employees free and reasonable
access to the premises supplied or for cbstructing the way of ingress
to the meter or other appliances controlling or regulating the Cus-~
tomer's water supply.

{5) For non-payment of any account for water service, or for meter or
service maintenance, or for any other fee or charge accruing urder
the contract.

(6) In case of vacancy of the premises unless the owner requests that
water be left on and pays a minimm monthly bill.

(7) For violation of any rule or regulation of the Company.

(b) The water service will be discontinued to any premises on account of
temporary vacancy upeon request of the Customer, without in any way affect-
ing the agreement in force, after the payment of all charges and fees due
as provided for in the rates, rules ard regulatiors of the Company.

(c) Discontimiing the supply of water to any premises for
prevent the Company fram pursuing lawful remedies by a?.ggon I HERWTUTKY
otherwise for the collection of moneys due from the Customer. gpggCTIVE
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RULES AND REGULATIONS

RENEWAL QOF WATER SERVICE AFTER DISCONTTNUANCE:

¥hen water service to any premises has been terminated for any reason other
than temporary vacancy, it will be renewed after the acceptance of a new
application and when the conditions, circumstances or practices which caused
the water service to be discontimued are corrected to the satisfaction of the
Company, arnd upon the payment of all charges due and payable by the Customer
in accordance with the rates, rules arnd requlations. The Campany will then
reconnect existing service within twenty-four (24) hours, and shall install
and commect new servics within seventy-two (72) hours.

N
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RULES AND REGUIATTONS

16. TURN-ON CHARGE

(a) When it has been necessary to discontimie water service to any premises
because of a violation of the Rules and Requlations or on account of the
non-payment of any bill; a charge will be made to cover the expense of
turning on the water, and this charge together with any arrears that may
be due the Campany for charges against the Customer must be paid before
the water will again be turned on.

(b) If at the time of such discontimuance of service, the Customer does not

have a deposit with the Company, the Company may require a deposit as a
guarantee of the payment of future bjills before the water will be turned
an.

N
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RULES AND REGUIATIONS

17. BILIS FOR WATER SERVICE:

(a) Customers are responsible for furnishing the Campany with their correct
address. Failure to receive bills will not be considered an excuse for
non-payment nor permit an extension of the date when th account would be

considered delinquent.

(b) All bills will be sent to the address entered in the application unless
the Campany is notified in writing by the Customer of any change of
address.

(c) If requested in writing by the Customer, the Company will send bills to
and will receive payments from agents or tenants. However, this accan-
modation will in no way relieve the Customer of the liability for all
water charges and the Company shall not be doligated to motify the Cus-
tomer of the non-payment of water bills by such agents or tenants.

(d) Payments shall be made at the office of the Campany or at such other
™ places corveniently located as may be designated by the Comparny.

(e) The Company will not ke bound by bills rendered under mistake of fact and
to the quantity of service rendered.

(£) The use of water by the same Customer in different premises or localities
will not be combined, ard each installation shall stard by itself.

LIC SERVICE COMMISSION
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RULFS AND REGUIATIONS

18, TERMS OF PAYMENT:
(a) Special charges shall be payable upon demard.

(b) Bills for metered service shall be rendered monthly and are due and
payable when rerdered.

(c) Bills for private fire service shall be rendered monthly in advance and
are due and payable when rendered.

(d) If a bill is not paid within ten days after its due date, the Company may
discontinue the water service. The Conmpany will give at least five (5)
days notice before termination for norpaymen: and that service will not be
terminated before 20 days after the mailing date of the original bill.
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RULES AND ONS

19. ABATEMENTS AND REFUNDS:

(2) There shall be no abatement of the minimum rates due to the extended
absence of the Customer without proper notice having been given to the
Campanty. No abatement shall be made for leaks or for water wasted by
improper or damaged service pipes or fixtures belonging to the Customer.

(b) If test results on a Customer's meter show an average error greater than
two percent (2%) fast or slow, or if a Customer has been incorrectly
billed for any other reascn, except in an instance where a Company has
filed a verified complaint with the appropriate law enforcement agency
alleging fraud or theft by a Customer, the Company shall immediately
determine the period during which the error has existed, and shall recom—
pute and adjust the Custamer's bill to either provide a refund to the
Custamer or collect an additional amount of revenue from the underbilled
Qustamer. The account adjustment shall be performed accordirg to 807 KAR
5:006 Section 10(2) with corrected billing or refurd as directed therein.

20, DOITFR AND ENGINE WATER SUPFLY:

The Conpany does not guarantee a sufficient or uniform pressure, or an
uninterrupted supply of water, and Customers are cauticned to provide a
sufficient storage of water where an absclutely unintermupted supply must be
assured; such as for steam boilers, hot water systems, gas engines, etc.
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RULES AND REGUIATTONS

21.

22,

INTERRUPTIONS IN WATER SUPPLY:

The Company may at any time shut off the water in the mains in case of acci-
dent, or for the purpose of making comnections, alterations, repairs, changes,
or for other reasons, and may restrict the use of water to reserve a suffi-
cient supply for public fire service or other emergencies whenever the public
welfare may require it.

LIABIIITY OF CQOMPANY:

(a) The Campany will undertake to use reascnable care and diligence in order
to prevent and avoid interruptions and fluctuations in the service, but it
camnot ard does not guaramtee that such will not occur.

(b) The Campany shall in no event be liable for any damage Or inconvenience

caused by reason of any break, leak or defect in the Customer's service
pipe or fixtures.
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RULES AND REGUTATTIONS

23.

CROSS CONNECTIONS AND INTERCONNECTIONS:

(a)

(b)

(c)

A cress-connection is any pipe, valve, or other arrangement or device
cormecting the pipelines of the Company or facilities directly or in-
directly connected therewith to and with pipes of fixtures supplied with
water fram any source other than the lines of the Campany directly con~
nected.

An interconnection is a plumbing arrangement, other than a
cross-connection, by which contimuation might be admitted or drawn into
the distribution system of the Comparny, or into lines connected therewith,
used for the corweyance of potahle water.

No cross-connection or intercomnection will be made by Qustomer without
the approval of the State Health Department and the Company.
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RULES AND REGULATIONS

24,

25,

GENERAL

(a)

(b)

(c)

(d)

(e)

The service pipes, meters and fixtures on the Custamer's premises shall at
all reasonable hours be accessible to the Company for chservation or

inspection.

No person shall taon the water on or off at any street valve, corporation
cock, meter or cother street connections, or discommect or remove any meter
without the consent of the Company. Penalties provided by law for any
such action will be rigidly enforced.

Employees or agents of the Campany are expressly forbkidden to demand or
accept any campensation for any service rendered to its Customers except
as covered in these Rates, Rules and Requlations.

No employee or agent of the Camparny shall have the right or authority to
bind it by any promise, agreement of representaticn contrary to the letter
or intent of these Rules and Regulations.

Any camplaint against the sexvice or employees of the Company should be
made at the office of the Company and preferably in writing. If a com-
plaint either written, in person or by telephone is not resolved, the
Campany shall advise the complainant of his right to file a complaint with
the Public Service Commission and provide him/her with their address and
telephone number.

APPROVAL OF THE RULES AND REGUILATIONS:

All Fules and Regulations of the Company are subject to the approval of the
Public Service Camnission of the State of Kentucky and if any part thereof
should be adjudged to be in violation of any rule or order made by the Commis-
sion, then that particular part shall be ineffective but without in any way
atfecting the other portions thereof.
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RUTES AND REGUTATTONS

26. MAIN

(a)

(b)

(c)

(d)

EXTENSIONS:

The Company will extend existing distribution mains a distance of fifty
(50) feet for each bona fide prospective custamer, making application for
service connection and water service therefrom for a period of one year or
more under these Rules and Regulaticns. Such extensions will be made
without cost to such customer(s).

When an extension greater than fifty (50) feet in length for each bona
fide prospective customer is required or requested such extension will be
made urder the terms of an "Extension Deposit Agreement" as hereinafter
set forth., The Company shall have the exclusive right to determine the
type and size of mains to be installed and of the relatad facilities
required to render adequate service.

In determining the length of any extension required pursuant hereto the
terminal point of such extension shall, in all cases, be at that point in
the curb line of the last lot on which is located a premises to be served
which is equidistant from the side property lines of said lot.

Before water lines are laid in new subdivisions, the subdivider shall
furnish the Water Company with a plat (or plan) or the subdivision ap-
proved by the City-County Planning and Zoning Cormission, and the plat (cor
plan) shall have been recorded in the County Court.
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RULES AND REGUIATTCONS

27.

FORM OF EXTENSION AGREEMENT:

THIS OONTRACT made and entered into this the day of
by and between AQUA/IWS, Inc., a Kentucky Corpcration, hereinafter referred to
as the Company, and _ hereinafter

referred to as the Customer.
WITNESSETH
WHEREAS, Customer desires water service be made available to

‘which is located on the
as shown on the attached print and marked Exhibit A, and

WHEREAS, the Company is willing to make this water main extension from their
existing main located on the , as shown on the
attached Exhibit A.

NOW, therefore for and in consideration of the above premises the mutual
agresment and benefits herein contained, parties hereto agree as follows:

1. The Company agrees that it will secure the necessary material ard
install the main extensicns hereinafter described and shown on the attached
prirt and marked Exhibit A.

2. The amount and size of pipe and fittings required are as follows:

3. It is firther agreed that for each customer conmnected to this main
extension the Campany will refund to the Customer a sum equivalent to the cost
of 50' of this extension, or per customer connected to said
extension.

4. This contract applies only to customers connected to above size pipe,
and shown on attached plan, Exhibit A.

Emnce COMMISSION
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RILES AND REGUITATTONS

5. Such refund to Customer shall be made in December of each year for
water customers connected to this water main extension, bat in o event shall
the refund be extended beyond ten (10) years from the date of this contract,
and in the event that the total amount deposited by the Customer with Company
is not refunded urder the terms specified hereinbefore within said ten (10)
years period the Company shall not be required to pay or refund the difference
between the total amount of refund and the total amount deposited by Customer,
any balance remaining in its hands shall belong to the Conpany.

6. The Company shall not be required to pay interest on the deposit or
any part of urnpaid balance thereof.

7. Nothing in this agreement shall give the Custamer any right, title or
interest in the ownership or operation of this water main extension or
facilities to be installed by Company, as herein provided.

IN WITNESS WHERECF the parties hereto have executed this agreement this day
and year written above.

WITNESS: AQUA/KWS, Inc.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE

AUG 18 1992
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SECTION 9 (1)
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RULES AND REGUEATTONS

28. SERVICE CHARGES:

The following charges will be made by the Campany to cover the cost incurred
in reconnecting the meter or service when the Custamer’'s service has been
disconnected:
(a) For non-payment of bills. . . . . + « ¢ ¢+ & ¢t 4 v v v v v . . . .520.00
(b) For violation of the Company's Rules and Requlations

after the Customer has qualified for and requested that

the service berecomected. . . . . & ¢ « ¢ v v i v v v .. . . . .520.00

{(c} At his request and at any time subsecgrently within
12 months is recomnected at the same location. . . . . . . . . . . $20.00

These charges are to be paid by custaomer before or at the time service is
reconnected.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
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RUTLES AND RBEGULATTONS

29.

CUSTOQMER'S DEPOSITS:

The Company may require a minimm cash deposit or cther guarantee to secure
payment of bills. Service may be refused or discontinued for failure to pay
the requested deposit. Interest, as prescribed by KRS 278.460', will be paid
anmmually either by refurd or credit to the Customer's bill, except that no
refund or credit will be made if the Custamer's bill is delinquent on the
amniversary date of the deposit.

The deposit may be waived upon a Customer's showing of satisfactcry credit or
payment history, and required deposits will be returmed after one (1) year if
the Customer has established a satisfactory payment record for that period.
If a deposit has been waived or returned and the customer fails to maintain a
satisfactory payment record, a deposit may then be required. The Campany may
require a deposit in addition to the initial deposit if the Qustomer's clas-
sification of service charnges or if there is a substantial change in usage.
Upon termination of service, the deposit, any principal amounts, and any
interest earned and owing will be credited to the final bill with any
remainder refunded to the Custamer,

In determining whether a deposit will be required or waived, the following
criteria will be considered:

1. Previous payment history with the Campany. If the Customer has no
previous history with the Company, statements fron other utilities, barks,
etc. may be presented by the Customer as evidence of good credit.
Whether the customer has an established incoe or line or credit.
Iength of time the custamer has resided or een located in the area.
Whether the customer owns property in the area,

- Whether the custamer has filed bankruptcy proceedings within the last
seven years.

Whether another customer with a good payment histcry is willing to sign as
a guarantor for an amount egual to the required deposit.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
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RULES AND REGUIATTONS

If a deposit is held longer than 18 months, the deposit will be recalaulated
at the CQustomer's request based on the Custamer's actual usage. If the
deposit on account differs from the recalculated amount by more than $10.00
for a residential customer or 10 percent for a non-residential Customer, the
Campany may collect any underpayment and shall refund any overpayment by check
or credit to the Customer’'s bill. No refund will be made if the Custamer's
bill is delinguent at the time of the recalculation.

Equal Deposits

Al]l residential, small business and small comercial customers will pay equal
deposits in the amount of $40.00. This amount does not exceed the average bill of
residential customers gerved by the Company and is equal to 2/12 of the average
anmal bill. ([3/12 where bills are rendered bimonthly or 4/12 where bills are
rendered quarterly.]

Calculated its

Iarge Business/Commercial or Industrial Customer's deposits shall be based upon
actual usage of the Custamer at the same or similar premises for the most recent
12-month period, if such information is available. If usage information is not
available, the deposit will be based on the average bills of similar Customers and
premises in the system. The deposit amount shall not exceed 2/12 of the Customer's
actual or estimated anmial bill where bills are rendered monthly, 3/12 where bills
are rendered bimonthly, or 4/12 where bills are rendered quarterly.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
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30. CUSTMER BILL OF RIGHTS

As a residential Custamer of a requlated public utility in Kentucky, you are
guararrtteed the following rights subject to Kentucky Revised Statutes and the
provisions of the Kentucky Public Service Camission Administrative Regula-
tione:

You have the right to service, provided you (or a member of your household
whose debt was accumilated at your address) are not indebted to the

You have the right in inspect and review the utility's rates and tariffed
operating procedures during. the utility's normal office hours.

Your have the right to be present at any routine utility inspection of
your service condition.

You must be provided a separate, distinct disconnect notice alerting you
to a possible discomnection of you service if payment is not received.

You have the right to dispute the reasons for any announced termination of
your service.

You have the right to negotiate a partial payment plan when your service
is threatened by disconnection for non-payment.

You have the right to maintain your utility service for up to thirty (30)
days upon presentation of a medical certificate issued by a health offi-
cial.

You have the right to prompt (within 24 hours) restoration of your service
when the cause for discontimuance of the service has been corrected.

You have the right to contact the Public Service Cammission regarding any
dispute that you have been unable to resolve with your utility (Call Toll

Free 1-800-772-4636.) PUBLIC SERVICE COMMISSION
OF KENTUCKY

EFFECTIVE
AUG 18 1992
2005
— DATE OF ISSUE_~Re——— 32 16g2 DATE EFFECTIVE
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RULES AND REGUI ATTONS

CONTRACT FOR WATER SERVICE
DATE,
NAME, ADDRESS
FHONE,

SOCTAL SECURITY OF OTHER I.D. NO.

Application for water service is accepted by and between the undersigned ard the
with the following stipulations and agreements:

1. Public Service Commission rules and regulations as set forth in 807 KAR 5 and
Kentucky Department for Natural Rescurces, Division of Water standards and
laws must be chserved and adhered to, ardnaybewewedmonrequ@tbythe
applicant.

= 2. The applicant agrees to pay a $ meter deposit, which will be
refurded with interest when the applicamnt ceases to be a water customer and
all accounts are paid in full.

3. One household may be served by one meter. The Carpany reserves the right to
terminate service at the meter if addition of other houses or mcbile homes is

suspected.

4, chrpany employees, possessing proper identification have right of egress amd
irgress for meter reading, maintenance and repair activities as they are

warranted.

5. Water bills are due to be paid between the first and the tenth of each month
at the Company office. If not paid by the tenth, a ten percent penalty is
added to the amount due. If not paid in full by the twentieth, service is
subject for disconnection. An additional meter deposit may be required and a
service charge must be paid before service may be restored.

6. The water customer is respensible for water service lines f ISEION
the dwelling. Installation, repair, and water loss are gkyty of
the Customer. EFFECTIVE

auG 18 1992
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RUTES AND RECUTATICNS

10.

11.

12,

13.

14.

Customer service lines and comnections must be inspected by Company personnel
to insure against cross-connections and inadecquate materials for drinking
water.

Qustomer service lines shall be of at least 3/4 inch pipe or larger, and shall
be at least 160 pounds pressure with 200 psi preferred. Service line shall be
huried at least 24 inches to prevent freezing.

No galvanized fittings may be used on Custamer lines.

A art-off valve outside the meter box must be installed on the Customer's
soyvice line for the Qustomer's use.

A check valve to prevent back flow in case of water outage must be installed
in Customer's service line.

A plumbing inspection permit from the local Health Department must be shown
before installation of a meter.

The Company agrees to supply potable water with adequate pressure to the
Customer meter. If water must be off for a planned ocutage Customers will be

nctified. In case of emergency water line repair or unforseen water outage,
the Company will restore service as socn as possible.

Upon fulfilling contract terms and desiring to discortimue water service, the
Customer must give written notice in person or via telephone pursuant to 807
K2R 5:006 Section 12(1) of discontinuance at the Comparny office at least three
days prior to the date on which disconnection is desired. If such notice is
not given, the customer will remain liable for water used arnd service rendered
to the premises by the Company until said notice is received by the Company
office.

CONTRACT APPROVED BY:

Applicant/Custoner PUBLIC SERVICE COMMISSION
OF KENTUCKY
G W Representative EFFECTIVE
AUG 18 1992
1R R 5:011.
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Utilities, Inc and Affiliated Companies

WATER SERVICE CORP OF KY R AR AR

PO BOX 818

MIDDLESBORO KY 40965-0818 (AR

Due Date 10/12/05 ' '

Please Pay 512.72

Tallhddaalbin b Ihsabchansd il ddd ool
WATER SERVICE CORP OF KY
PO BOX 818

MIDDLESBORO KY 40965-0818

T Wy e e e - . T . TR e
SOODCOOCOCT OOOCOO0E SOOGOOCR) YA R R IO A M R P

To insure proper credit, return this portion. Please do not staple, clip, or tape.

OO

---------------------------------------

Customer Service Information Please Retain for Your Records

Remittance Address: For Service or Billing Inquiries Call:
WATER SERVICE CORP OF KY 606-248-5730
PO BOX 818 To Pay By Credit or Debit Card, Call 1-877-527-7852.
MIDDLESBEORO KY 40965-~0818 A Convenience Fee Will Be Charged.
Account Information R Description of Charges
Account # - } * PRIOR BALANCE $0.00
Service Addr. WATER $12.35
Bill Date 09/21/05 DueDate 10/12/05 "~ CITY SCHOOL TAX 50.37
Prior Read g8/24/05 o
't Read 09/09/05 2000
Ea— ~4e 4000
of days this period 16 )
verage daily usage 250
Average daily water cost $0.77
Average daily sewer cost $0.00

jast Payment 08/30/05 $10.87

THIS BILL IS DUE UFON RECEIPT. PAYMENT
TS REQUIRED BY THE DUE DATE.

——ELERSE PAYV
ENTROER

P

i INTER ‘
YOU MUST INDICATE THA' '
UTILITIES INC., A CONVE
INTERNET PAYMENTS. -

AR KK ARARE
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CUSTOMFR BTTI, FORM (A1l customers)

( Payment due on or belore

% PENALTY

added atter atiove date, Service will be dlacominued. H payment not

recsived by

LATE DATE PML\IIOUS
FROM O FIEADING

ACCOUNT

PRESLNT GALLONS - l
rEAPING | ! Loot

METER
NUMEBER SIZE

UsSED AMOUNT

AMOUNT DUE ™
|

1 _

. DATE DUE

1 AMOUNE
i‘ NOW DUE

rausl

NAILEY Corporation - (ki) 273-b547

Name of Officer

{ PAY 1LY
{COTES: w.wareR GB-OARBAGE  TX-STATE TAX ST, £C. SW,CY, CO - SCHOOL TAXES |
L PH- PEHALTY 5 -5EWER MS - MISC. CHARGES @5 - GAS U8 - UNPAID %
S KEEF THIS PORTION FOR YOUR RECORDS . — ._RETURN THIS PORTION WITH PAYMENY _ _ ~__
ISSION
BLIC SERVICE COMM
~ OF KENTUCKY
EFFECTIVE
AUG 181992
o R 5:011.
r
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RULES AND REGUTATTONS

MONTTORING OF QUSTOMER USAGE

At least once anmually the Company will monitor the usage of each Customer
according to the following procedure:

(1)

(2)

(3)

(4)

(3)

(6)

The Custamer's anmual usage for the most recent 12-month pericd will be
campared with the anmual usage for the 12 months immediately preceding
that period.

If the anmual usadge for the two periods are substantially the same or if
any difference is known to be attributed to unique circumstances, such as
umisual weather ccmd:.tlou')s, comon to all Customers, e further review
will be done.

Ift'hearmualusagasdiffarbytwerrty (20) percent or more and camnot be
attributed to a readily identified common cause, the Company will campare
the Custamer's monthly usage records for the 12-month period with the
monthly usage for the same months of the preceding year.

If the cause for the usage deviation cammot be determined from analysis of
the Customer's metér reading and billing records, the Company will contact
the Customer by telephone or in writing to determine whether there have
been charges such ass different rmumber of household members or work staff,
additional or different appliances, changes in business volume, or Known
leaks in the Custcmer's service line.

Where the deviation is not ctherwise explained, the Company will test the
Customer's meter to determine whether it shows an average error greater
than 2 percent fast or slow.

The Company will notify the Customers of the investigation, its findirgs,
ard any refunds or backbilling in accordance with 807 KAR 5:006, Section
10(4) and (5).

In addition to the anmial monitoring, the Company will immediately investigate
usage deviations brought to its attention as a result of its on—going meter
reading or billing process or custamer inguiry.

RVICE COMMISSION
PUBLIC gﬁ KENTUCKY
EFFECTVE
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Day Year 1.
&, Oitsident “PURSUANT T0 Kmﬂﬁhﬁﬂm -
ISSUED BY s 2 - p , F g =Y Frtdid-arn @ity wriie -hde hmls
Lawrtnce SOWUI’]W icer U\CE OMASSION MANAGER

Yo




Middlesboro and Clinton
FOR____and Adjacent Territo

~ P.S.C. Ky. No. —+ 2
Original Sheet No. 39

WS WK Cancelling P.S.C. Ky. No. -J@#8-1

—  AOONINS,IRGe— Re-Water-Sarzica-Sheot-Nesv3=dd—

CIASSTFICATION OF SERVICE

SCHEDULE OF SPECTAL SERVICE CHARGES
The following charges for special services shall be made:

1. Service Reconnection Charge. A charge of $20.00 shall be made for all service
recomections made during regular working hours, except that there shall be no
cormection charges made for service on the original installation of
facilities.

2. Meter Reading Recheck Charge. A charge of $20.00 shall be made for a trip to
redzedianeterreadlrgmenﬂmmstmermqu&ststhemtertobered:edted
for a correct reading and meter was not misread.

3. Meter Test. Upon request and payment of $15.00 the Customer may have his
meter tested provided request by the Custcmer is not more frequent than ance
each twelve months., If such test shows the meter to be more than two percent
fast, a refurd of $15.00 -charge shall be made ard bill adjusted accordirgly.

~ If the periodic testing requirement of 807 XAR 5:006 has not been met for the
meter tested, no charge will be made for the test regardless of results of the
test.

4. PSC Meter Test Complaint. Any Custamer of the Company may request a meter
test by written application to the Kentucky Public Service Commission.

PUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
AUG 18 1992
PURSUANT TO 807 KAR 5011,
SECTION 9 (1}
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CIASSIFL ON OF S CE
WATER RATES
2pplicable:

and Uintoru
This rate is applicable within the City limits of Middlesborv, Kenmtucky amd
vicinity served by AFRAWI—Inc. A
WS
Availability of Service:

Available for General Domestic, Comercial and Industrial service to Custamers
on existing mains or secondary lines of the Campany's water distrikbution

system,
Rate (Net): -

Consumpt-ion -Bock~ Rate

Fise 1,000 gallons per month $5+66r minimm

Jeart—9,800gatiens-per-mertth 2v2E-per-I00t—mitens

= HNext—I5-080—gniion=—prer-menth 2~ 05-par—ir066—galions

Next—25-000-gaitensper—month FrO5—par—1-000—gRllons

Next—50,-000—emllons—per-—merkh AP SET L 000 ot ens

Lvex-100,-000-gallepi e merh-. - 66-per17606— Gl lonsa—
- , Rate..

Minimm Monthly charge Sadtemm—Athored—

5/8" or 3/4" meter P40 S—S+60 =———37600/morth-

1" or 1-1/4" meter lip .01 16485 =—670007/morth—

1-1/2" meter 32.0l B0k =—313-000/ Mok

2" meter 5] 'Z.'Z.- 48722~ 14067/ monkh-

3" meter QU.O"i 55 - —68400/montl.

4" meter Ibd o1 236+85 ~12F SO memth-
" meter ’ 483,25 ~-28%;560/menthe

® 22045

IC SERVICE COMMISSION
e OF KENTUCKY
EFFECTIVE
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CIASSTFTCATION OF SERVICE
WATER RATES
Applicable:
This rate is applicable within the City limits of Middlesboro, Kentucky and
vicinity served by AQUA/KWS, Inc.
Availabilijty of Service:
Available for General Domestic, Cammercial and Industrial service to Custamers
on existing mains or secondary lines of the Campany's water distribution
system.
Rate (Net): - .
100~ Intustrial. city Speoal 312305 /me
1037 - Comumurcial Gty sprinkles 1331%5 /{nfgo
JLg29 - Indusfnql CHy__SprirﬂdU lls--]sjmo
leoo - Commascial Gty speciod 37.50 /mo
lbo50 - Commas Ciod county spacial 56.25/mo
k055 = Commerd ol WOuny speciad 23.75/mo
1056 - Governnunt Gty speciod 31.50/mo
He0sB - Covernment oty special ¥21.25 /mo
lp0lg0 - Commardal city speciad 50.25/mo
jbojo—EO(IWUfCAOJ. CA"'\/ SP-CCIU-L 75,(1)/m0
%8~ Tndustridd CATY spaniger 43.15/ mo
160% - Coverurent Oty hydrant (our hydaat) 4 1 /mo
235 - dffmf pritate 9.38/me
W28l - 58 sprinkles -privede 18.15/mo
0299 - ydrant - municipal (per hydrant) 4.1/mo
T - OFKENTUCKY T T
EFFECTIVE
2005 ALiG - B 1992
DATE OF ISSUEW—*?Z;; m?E FFFECTTY Month Day  Veax fﬁf?;on
™ ISSUED B ‘E—?ﬁé:r_;._m““ e g ﬁ... Noﬂ'ﬁb{ﬂfﬁ;ls
Lowrence Schumachar e e bl

Issued by authority of an Order of the Public Service Commission of Kentucky in
Case No. dated ectober-16—3590——-

/-



Middlesboro and Clinton
For: and Adjacent Temitory

P.S. C. KY. No. _+ 2

LoSeK AguadWs  Sheet No,__42
AQUAMKWS —Inc..

LYYy

RULES AND REGULATIONS

CUSTOMER COMPLAINTS

nts may the SymemManager whose decision may be appealed to the
A%‘S—hc ager. Such appeal shall be in writing within ten (10) days of

the date of the decision by the Manager Statmg the nature of the complamt and
supporting evidence. Pee nager.sh . : ;

Aqua@&—hc—ﬂoard—e%eﬁers—&s—ncc&ed—l‘hese decxs;ons may be brought before

the Public Service Commission in accordance with 807 KAR 5 006, Section 9.

FUBLIC SERVICE COMMISSION
OF KENTUCKY
EFFECTIVE
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WATER SHORTAGE RESPONSE PLAN
Wa Service T
Clinton tu

This Water Shortage Response Plan is adopted pursuant to the recammenda-
tions of the Kentucky Public Service Commission and the Camission’s Model
Water Shortage Response Plan, as herein modified, which was transmitted to
all jurisdictional water utilities by letter from the Cammission dated July
12, 1988.

Section 1. Purpose. The purpose of this Plan is to provide for the
declaration of official phases of water supply shortages and the implementa-
tion of wveoluntary and mandatory water conservation measures throughout the
area served by Kentucky Water Service in the event a shortage is declared.

Section 2. Definitions. These terms are applicable only for this Plan
unless specifically noted.

(a) "Custcmer" shall mean any persan or entity using water for any pur-
pose fram the Kentucky Water Service water distribution system and
for which either a regquliar charge is made or, in the case of bulk
sales, a cash charge is made at the site of delivery.

(b} "Raw Water Supplies" shall mean all water potentially available to
persens in the Kentucky Water Service.

{c) "™Ireated Water" shall mean water that has been introduced by the
Kentucky Water Service Campany into its water distribution systenm,

including water offered for sale. Uses of treated water are clas-
sified as follows:

Essential Water Uses (Class 1):

The following uses of water, listed by site or user type, are es-

sential.

Domestic:

- water necessary to sustain human life ard the lives of dames-
tic pets, and to maintain minimm stardard of hygiene and san—
itation.

Health Care Facilities:

- patient care and rehabllz.tatlon, u'cludmg rel;tgd f£filling ard
operation of swimming pools. : ’\

Water Hauling: o T T
- sales for damestic use where not J:'easonably avallable "else-
where. [ B P T

-



Public Use:
- firefighting,

- health and public protection purposes, if specifically ap-
praved by health officials.

Seci i t Uses 2}

The following uses of water, listed by site or user type, are
socially or econamically important.

Domestic:

- personal, in-house water use including kitchen, bathroom ard
laurdry.

Water Hauling:.

- non-damestic, when other sources are not reasonably available

Comrercial and Civic Use:

-  camercial car and truck washes.

- laundromats.

- restaurants, clubs, and eating places.

- schools, churches, motels/hotels, ard similar camercial es-
tablishments.

Outdoor Non—Conmercial Watering:
-  minimal watering of vegetable gardens.
-  mninimal watering of trees where necessary to preserve them.

Outdoor Commercial or Public Watering (using conservation methods
ard when other sources of water are not available or feasible to
use) : NS SION

. JBLIC SERV I VA
-  agricultural irrigation for the p g oreio :fodE:'Larﬂ fiber
PRIV

or the maintenance of livestock.

1,:'\"'

-  watering by arboretums and public gardens:df haticnal, state,
regional, or cammunity significance where msary to . Fre—
serve specimens. Pline '

- watering by cammercial murseries at a muumm 1eve.1 nec::ssary
to maintain stock. W i



watering at a minimm rate necessary to establish or maintain
revegetation or landscape plantings required pursuant to law
or regulation.

watering of woody plants where necessary to preserve them.

minimal watering of golf course greens.

Recreational:

operation of municipal swimming pools and residential pocls
that serve more than 25 dwelling units.

alr comditioning:

refilling for startup at the begimning of the cooling ssason.
makeup of water during the cooling season.
refilling specifically approved by health officials where the

system has been drained for health protecticn or repair serv-
ices.

Non-Essentijal Uses (Class 3):

waste of water, as defined herein, is non-essential. The fol-

Ay
lowing uses of water, listed by site or user type, are non-essential.

Public Use:

use of fire hydrants (excluding Class 1 ard Class 2 uses), in-
cluding use of sprinkler caps, testing fire apparatus, ard
fire department drills.

flushing of sewers and hydrants except as needed to ensure
public health and safety as approved by health officials.

Commervial and Civic Use:

serving water in restaurants, clubs, ..OF, eatz.n;pa,%ces except
by custamer request. PUBLIC ;’ e

failure to repair a controllable leak. "

ircreasing water levels in scenic at¥irbcieational pords and
lakes, exceptforthammmammtrequlredtosupport fish
amd wildlife. PURSL -

Ornamental Purposes: ov: i ' ) o

fauntains, reflecting pools, and art1f1c1al mte.rfalls



(&

{e)

(£)

Outdoor Non-Commercial Watering:
- use of water for dirt control or campacticn.

-  watering of annual or non-woody plants, lawns, parks, golf
course fairways, playing fields, and other recreaticnal areas.

- washing down buildings or structures for purposes other than
immediate fire protection.

- flushing gutters or permitting water to mmn or accumulate in
any qutter or street.

Outdoor Camercial or Public Waterirg:

- expandirng nursery facilities, placing new irrigated agrical-
tural land in production, or planting of landscaping except
when required by a site design review process.

- use of water for dirt control or compaction.

- watering of - lawns, parks, golf course fairways, playirg
fields, and cther recreaticnal areas.

-  washing sidewalks, walkways, driveways, parking lots, tennis
courts or other hard-surface areas.

- mshmdwnhuldlngsorstructur%forpxpos&sctherthan
immediate fire protectien.

- - flushing gqutters or permitting water to run or acommulate in
any gutter or street.

. Recreational uses other than those specified in Class 2.

Non~cammercial washing of motor and other vehicles.

Air Conditioning (see alsoc Class 2 p.m'p?sa)
PUBLIC Riay

- refilling cooling towers after dra:n.rurg _ ¢

",_-' - "if\H\i

Tailais

"Base Entitlement® shall mean the monthly for, 3 customer dur-
irgy the same nnnthoftheprecednagcal::iywortheaverage
percustmerusaqeforeadxclassofsewmedurmthesane month
of the preceding year. PURS i R £

1 S

"Qurtailed Emtitlement” shall mean the rrmtnly usace - fﬂr_a..-c:ustmer

[

after any curtailment percentage has &edn: applied,. . ##9

"Qurtailment” shall mean the reduction in entitlement by some per-
centage to meet anticipated water shortages.



(y) Water Shortage Response Phases:

"pdvisory" shall mean that conditions exist which indicate the po-
tential for sericus raw or treated water supply shortages.

Mlert* shall mean the raw or treated water supplies are consis-
tently below seasonal averages, and if they contimue to decline,
may not be adequate to met normal needs.

"Emergency” shall mean that raw or treated water supplies are below
the level necessary to meet normal needs ard that serious shortages
exist in the area.

(h) ‘'Rationing® shall mean that procedures must be established to pro-
vide for the equitable distribution of critically~limited raw or
treated water supplies, in order to balarce demarnd and limited
available supplies, and to asswre that sufficient water is avail-
able to preserve public health amd safety.

Section 3. JApplicability. " The provisions of this Plan shall apply to
all retail and wholesale customers of the Kentucky Water Service Coampany.
when implemented, this Plan becomes Kentucky Water Service’s Water Shortage

Response Requlation.

Section 4. Entitlements. Entitlements shall be established for each
custamer by adjusting thebaseentltleumttoreflectany}u-mnd'mgem
usage pattern.

Section 5. ination of Wa e. Water supply and usage
shall be monitored on a contimwous basis. Unrestricted demand shall e pro-
jected from past records amd adjusted for changes such as new develcomments
and weather conditions an a reqular basis. (Note: A sample caloulation
page is attached as Apperdix A to asgist in determining overall water lev-
els. It is important that accurate water measurements be used.) Water
shortages generally occur for two reasons: a reduction in aveilable sup—
plies or a system failure. Each of these has a distinct influerce on the
nature and duration of the conservation program implemerted. Official dec-
laration of a water shortage stage ard implementation of the measures neces-
sary to curtail water use shall be approved by the President of Kentucky Wa-
ter Service Company, Inc.

Section 6. Temm of Water Shortage Declaration. Amy water shortage dec-
laration shall remain in effect until water suppliss amd:service: . conditions
have returmed to normal. A final determination as to terminating a water
shortage declaration shall be made by the President of Kemtucky Water Serv-
ice Campany.



Section 7. Water  Shortage tage Criteria Conservation and

3. Advisory Stage:

(1)

(2)

Criteria: A water advisory shall be declared when the amount
of treated water or raw water available for treatment is pro—
jected to be no more than 15 percent above demand, or there
are pericds of low water pressure in cne or more areas of the
distribution system due to system failure or inadequacies or
the State Division of Water issues a Water Shortage Watch
which includes the areas fram which the Kentucky Water Service
draws water.

Conservation and Curtajlment Measures:
(a) Declare a Water shortage Advisory.

{b) Provide proper notice to all customers and to all local
news media.

{c) Eliminate all water leaks.

{Q) Request voluntary conservation of all non-essential
{Class 3) water use.

{e) Request wholesale customers also issue request for volun-
tary conservation by their customers of all non-essential
{Class 3) water use.

3. Alert Stage:

(1)

(2)

Criteria: A water alert shall be declared when the amount of
treated water available is projected to be no more than 10
percent above demand, and raw water supplies are consistently
below seasonal averages ard if they continue to declines, may
not be adequate to meet normal needs.

Conservation and i : - 20N

s
el

(a) Declare a Water Shortaqa_\ﬂiﬁrx\,

(b) Provide proper mtlcetoallcustarersa.tho all 1local
news media. X 1
{c) Eliminate all water leaks. e “;.":L“
rURJ‘ o T i
(3) Prohibit all mn—e-ssentlal (Class 3) water use'é

{e) cCurtail entitlements to“ralL cmstz:xners by the same per-
centage as the projected shortage.

(f) Begin billing all customer water usage in excess of cur-
tailed entitlement at the normal rate plus an excess us-
age charge of $7.50 per 1,000 gallons.

6



C. Emergency Stage:

1.

Criteria: A Water Emergency shall be declared when the amount
of treated water available is projected to be no more than 5
percent above demand, and there are pericds of no water in one
or more areas of the distribution system due to low water sup-
ply or raw water supplies below the level necessary to meet
normal needs.

Conservation and Curtaij Mea
(a) Declare a Water Shortage Emergency.

(b) Provide proper notice to all custamers and to all local
news media.

{c) Eliminate all water leaks.
{d) Prohibit all Class 3 uses of water.

{e) Prchibit-all Class 2 uses of water except Damestic uses
for kitchens, bathrooms, and laurdries.

(£) Curtail all commercial and industrial entitlements
(except Health Care Facilities) by 100%.

(g) curtail Residential entitlements by the same percentage
as the projected shortage.

(h) curtail entitlements to all wholesale custamers by the
same percentage as the projected shortage.

(i) Begin billing all customer water usage in excess of cur-
tailed entitlement at the normal rate plus an excess us~
age charge of $8.50 per 1,000 gallons.

D. Rationing Stage:

1.

2.

Criteria: Treated water available is below demand and raw wa-
tarmppll&saremmrethan3percentabcvethelevel -
sary to meet essential needs, and mmJapmiohhdt"th@ =
dent arﬁ/or Manager of Kentucky Watér ,se-.rv;}_ce mandatory
ratwnmg is required to insure adequate water'is available to
maintain public health and safety.

IRt 1 3 £

B

Conservation and Curtailment Measures: -
PURDL.
(a) Declare Water Shortage Rationing.

(b) Provide proper notice to ali:,b.ngtaners a:nd tm aﬂ.f 1ocal
news media.

(c) Eliminate all water leaks.
{d) Prohibit all Class 3 and Class 2 uses of water.

7



(e) Curtail all cammercial ard industrial entitlement (except
Health Care Facilities) by 100%.

(£) CQurtail all residential ard wholesale entitlements by the
same percentage as the projected shortage.

(g) Implement service interruptions to portions of system in
accordance with approved published schedile. The sched-
ule shall be provided to all local media.

(h) Begin billing custamer water wusage in excess of
curtailment entitlement at the normal rate plus an excess
usage charge of $9.50 per 1,000 gallons.

Section 8. Enforcement of Water Restriction. Any persan who violates
theprcv:.s:.omofttusman,wlmfmlstomnyaxtthech:ta.esarﬂresponsx—
bilities imposed by this Plan, or who impedes or interferes with any action
urndertaken or ordered pursuant to this Plan shall be subject to the follow-

ing:
(a}

®)

(c)

(&)

If the utility official charged with implementation and enforcement
of this Plan learns of any violation of any water use restriction
imposed, a written notice of the violation shall be affixed to the
property where the violation coccurred and mailed to the custamer of
record. Said notice shall describe the violation and order that it
be corrected, cured, or abated immediately or within 48 hours.

The notice will mfnrmthec.:stcnerofhlsorhernghttoa;peal
by requesting a hearing before the utility’s designee. If a hear-
ing is requested by the custamer, he or she shall be given full cp—
portunity to be heard before temination. The governing body shall
make findings of fact and decide whether service should contimue or
termmate.

Any custcmer whose water service is terminated for violating provi-
sicns of this water curtailment plan ﬂ'lallbeszbjecttnthaap-
proved reconnecticn fee prior to reconnection of service. :

Ay residential or non-residential water? '
allotments established pursuant to this water-sgho
plan will be subject to excess-use charges. -

4] Pn

(1) "Excess-use charges" mllbecollectedbaéailn’themmt by
which a custoamer’s use exceeds the water allotments estab-

lished pursuant to this Water ShortByf Resporsd Plan.

(2) Anymamllecbaithra@e:msgqsecbargesmll nat‘he
accounted for as incame, but shall be'placid ‘AR’ a’ reserve ace
count that is dedicated to addressing water shortage problems
ard water conservation initiatives.

(3) However, the excess usage charge billing provisions of this
Plan shall not be put in effect if a county or city ordinance
cortaining penalty provisions is in effect to assist enforce—
ment of this Plan.



Section 9. Request for Exception.

(a) Exception to water use restrictions: If campliance with any
curtailment measure authorized herein would cause a custamer
to bear extracrdinary hariship, that individual or entity may
apply to the Kentucky Water Service Company for an exception.
For these purposes, “extraordinary hardship" shall be defined
as a condition which may threaten health ard safety, or cause
property or econamic losses, each of which must be shown to be
substantially more severe than the sacrifices borme by other
users. If extraordinary hardship is found to exist, then an
exception shall be granted and a written waiver issued to the
custamer. If an appeal is made, water service shall be con-
timed until a decision is announced. Any perscn aggrieved by
the decision may file a camplaint with the Public Service com-
mission.

(b) Exception to curtailment surcharge: Exceptions to excess use
Section 10. Séverabilitv. If any provision of this Plan is declared
invalid by the corts, the remainder of the Plan and its applicability to
cther persans ardd circumstances shall not be affected by that declaration.

Section 11. Effective Date. This Plan shall take effect immediately
upcont approval by the Public Service Commission.




APFENDIX A
Fentu Wa ice

Clinton, Kentucky

PROJECTED DEMAND WORKSHEET FOR

(Month)
The information below would be used to estimate projected demard for one

(1) month.

Calculations will be done at the beginning of each month.

Average use in

{Last Month)
Averaga use in_ ___ for 2 years ago:
(Last Month)

for the past 5§ years:

Average use in ______ for 1 year ago:
(Last Month)

Average use in for current year:
(last -Month)- ‘

Average use in for the past 5 years:
(This Marth)

Average use in for 2 years ago:
{(This Month)

Average use in : for 1 year ago:
(This Month)

Usage Notes:

(Year)

Weather Notes:

Average projected use for

Without conservation measures:
With advisory conservation measures
{ recuction)

with alert conservation measures
{(More than reduction)

With emergency conservation measures
{(More than reduction)

With rationing conservation measures
(More than reduction)

i 8 3 %4




WATER SERVICE CORPORATION OF KENTUCKY
CLINTON AREA
NOTICE TO CUSTOMERS
WATER RATE ADJUSTMENT

Pursuant to the regulations of the Public Service Commission (Commission), Water
Service Corporation of Kentucky (WSCK) gives notice to its customers in Clinton that it
intends to adopt an increase/decrease in its water rates. The rates listed below, which
approximate a 27.20% average decrease over the current 5/8” or 3/4” metered rates, are
to be effective October 30, 2005, or sooner if approved by the Commission. The average
customer bill for a 5/8” or 3/4" meter will decrease from $21.74 per month to $15.83 per
month, Further information may be obtained from the Commission or WSCK. The rates
proposed in this Notice may be modified by the Cornmission. Such action by the
Commission may result in the rates being higher or lower than those proposed by the
WSCK.

Any corporation, association, body politic or person may by timely motion, within
30 days of this Notice, request intervention in this case. Intervention beyond the 30 day
period may be granted for good cause shown. The Motion must be submitted to the
Public Service Commission, 211 Sower Blvd., Box 615, Frankfort, Ky. 40602 and should
state the grounds for the request, including the interest and status of the party.
Intervenors may obtain copies of the Application and any testimony filed by contacting
WSCK at the address below. A copy of the Application is available for public review at
the office of WSCK and at the Public Service Commission, 211 Sower Blvd., Frankfort, Ky.
40601, (502) 564-3940.

Steve Lubertozzi
Water Service Corporation of Kentucky

2335 Sanders Road
Northbrook, Illinois 60062
(847) 498-6440
Local Office:
100 East Jackson Street
P.O. Box 178
Clinton, Kentucky 42031
(270) 653-3621
Current Rates (per 1,000 gallons): Proposed Rates {gallonage):
5/8" meters First 1,000 (minimum)  $7.50 $6.40 Base charge
3/4" meters Next 9,000 $4.25 $2.17 Per 1,000 gallons
Next 15,000 $3.90
Next 25,000 $3.55
Next 50,000 $3.15

Over 100,000 $2.75



1” meters First 5,300 (minimum)  $25.78 $16.01 Base charge

Next 3,700 $4.25 $2.17 Per 1,000 gallons
Next 15,000 $3.90
Next 25,000 $3.55
Next 50,000 $3.15
Over 100,000 $2.75
1 %" meters First 11,200 (minimum)  $50.43 $32.01 Base charge
Next 13,800 $3.90 $2.17 Per 1,000 gallons
Next 25,000 $3.55
Next 50,000 $3.15
Over 100,000 $2.75
2” meters First 17,600 (minimum)  $75.39 $51.22 Base charge
Next 7,400 $3.90 $2.17 Per 1,000 galions
Next 25,000 $3.55
Next 50,000 $3.15
Over 100,000 $2.75
6" meters First 250,500 (minimum) $764.38 $320.15 Base charge
Over 250,500 $2.75 $2.17 Per 1,000 gallons
Current Rates (flat): Proposed Rates (flat):
Hydrant (private) $7.50 $9.38
5/8” sprinkler (private) $15.00 $18.75

Hydrant (municipal) $3.3334/hydrant $4.17/hydrant



WATER SERVICE CORPORATION OF KENTUCKY
MIDDLESBORO AREA
NOTICE TO CUSTOMERS
WATER RATE ADJUSTMENT

Pursuant to the regulations of the Public Service Commission (Commission), Water
Service Corporation of Kentucky (WSCK) gives notice to its customers in Middlesboro
that it intends to adopt an increase in its water rates. The rates listed below, which
approximate a 20.46% average increase over the current 5/8” metered rates, are to be
effective October 30, 2005, or sooner if approved by the Commission. The average
customer bill for a 5/8” meter will increase from $13.14 per month to $15.83 per month.
Further information may be obtained from the Commission or WSCK. The rates proposed
in this Notice may be modified by the Commission. Such action by the Commission may
result in the rates being higher or lower than those proposed by the WSCK.

Any corporation, association, body politic or person may by timely motion, within
30 days of this Notice, request intervention in this case. Intervention beyond the 30 day
period may be granted for good cause shown. The Motion must be submitted to the
Public Service Commission, 211 Sower Blvd., Box 615, Frankfort, Ky. 40602 and should
state the grounds for the request, including the interest and status of the party.
Intervenors may obtain copies of the Application and any testimony filed by contacting
WSCK at the address below. A copy of the Application is available for public review at
the office of WSCK and at the Public Service Commission, 211 Sower Blvd., Frankfort, Ky.
40601, (502) 564-3940.

Steve Lubertozzi

Water Service Corporation of Kentucky

2335 Sanders Road

Northbrook, Hlinois 60062

(847) 498-6440

Local Office:

1221 East Cumberland Aventue

P.O. Box 818

Middiesboro, Kentucky 40965

(606) 248-5730
Current Rates (per 1,000 gallons): Proposed Rates (gallonage):

5/8" meters First 1,000 (minimum)  $5.60 $6.40 Base charge
Next 9,000 $2.25 $2.17 Per 1,000 gallons
Next 15,000 $2.05
Next 25,000 $1.95
Next 50,000 $1.75
Over 100,000 $1.60

1" meters First 6,000 (minimum)  $16.85 $16.01 Base charge

Next 4,000 $2.25 $2.17 Per 1,000 gallons



Next 15,000 $2.05
Next 25,000 $1.95
Next 50,000 $1.70
Over 100,000 $1.60
11/2” meters First 13,000 (minimum)} $32.00
Next 12,000 $2.05
Next 25,000 $1.95
Next 50,000 $1.75
Over 100,000 $1.60
2” meters First 21,400 (minimurm) $49.22
Next 3,600 $2.05
Next 25,000 $1.95
Next 50,000 $1.75
Over 100,000 $1.60
3” meters First 68,400 {minimum) $137.55
Next 31, 600 $1.75
Over 100,000 $1.60
4” meters First 127,500 (minimum) $236.85
Over 127,500 $1.60
6” meters First 281,500 (minimum) $483.25
Over 281,500 $1.60
Current Rates (flat):
Industrial city special $98.44
Commercial city sprinkler $15.00
Industrial city sprinkler $15.00
Commercial city special $30.00
Commercial county special $45.00
Commercial county special $315.00
Government city special $30.00
Government city special $105.00
Commercial city special $45.00
Commercial city special $60.00

$32.01 Base charge
$2.17 Per 1,000 gallons
$51.22 Base charge
$2.17 Per 1,000 gallons
$96.04 Base charge
$2.17 Per 1,000 gallons
$160.07 Base charge
$2.17 Per 1,000 gallons
$320.15 Base charge
$2.17 Per 1,000 gallons
Proposed Rates (flat):

$123.05

$18.75

$18.75

$37.50

$56.25

$393.75

$37.50

$131.25

$56.25

$75.00



Industrial city sprinkler $60.00 $75.00
Industrial city special $75.00 $93.75

Government city hydrant $3.33/hydrant $4.16/hydrant



WATER SERVICE CORPORATION OF KENTUCKY
Income Statement
December 31, 2004

Lperating Revenues
Service Revenues - Water
Service Revenues - Sewer
Miscellancous Revenues
Uncollectible Accounts

Total Operating Revenues

Maintenance Expenses
Salaries and Wages
Purchased Power
Purchased Water
Mainienance and Repair
Maintenance Testing
Meter Reading
Chemicals
Transportation
Operating Exp. Charged to Plant
Outside Services - Other

Total

General Expenses
Salaries and Wages
Office Supplies & Other Office Exp.
Regulatory Commission Exp.
Pension & Other Benefits
Rent
Insurance
Office Utilities
Misceltapnegus

Total
Depreciation
Taxes Other Than Income
Income Taxes - Federal
Income Taxes - State
Expense Reduction Related to Clinton Sewer Operations
Amortization of CIAC and AIAC
Total
Total Operating Expenses

Net Operating Income

Interest During Construction
Interest on Debt

Net Income

Schedule B
Pagelof2
Per Pro Forma Pro Forma Proposed Pro Forma
Restatement Adjustments Present Increase Proposed
$ 1,378,947 $ (7.278) M1 % 1371669 $ 825423 ([a] 3 2,197,092
36,738 36,738 36,738
{16,783) (16,783) (10,100) [b] (26,883)
1,398,901 (7,278) 1,391,624 815,324 2,206,947
391,796 14805  [c] 406,601 406,601
42,517 2,346 [j] 44,863 44,863
85,614 4,724 {j} 90,338 90,338
120,028 6,623 [jl 126,651 126,651
16,320 901 U 17,220 17,220
- - [” - -
79,315 4377 1) 83,601 83,601
26,615 1,469  [j} 28,084 28,084
(121,266} 6,310) (k] (127,576) (127,576)
18,261 1,008 {j} 19,268 19,268
659,199 29,942 689,141 - 689,141
127,678 49,558  [c] 177,236 177,236
44,800 2472 [j] 47,272 47,2712
- 39,384 [d] 35,384 39,384
103,251 16,739 [c] 119,990 119,990
18,492 1,020 [j] 19,513 18,513
67,228 3710 (j] 70,938 70,938
32,001 1766 (j] 33,767 33.767
(i8) (0l (19 (9%
393,433 114,648 508,081 - 508,081
183,354 66,464  [e] 249,818 249,818
136,302 7469 (f] 143,771 5347 [f] 149,118
{5,795 {118,849 [g} (124,644} 259999 [g] 135,355
12,270 (27.545) (gl (15,275) 45,273 [g} 29,998
(102,670) 77,041  [m] (25,629) (25,629)
(1,628) (1,794) [e] (3,422) (3.422)
221,832 2,785 224,618 310,619 §35,237
1,274,464 147,375 1,421,839 310,619 1,732,459
$ 124,437 $ (154,653) $ (30,216} 5 504,704 3 474,439
(5.618) 5,618 [h] - -
136,089 75,652 [i] 211,741 211,741
$ (6,034) $ (235,922) $  (241.956) $ 504,704 $ 262,748




WATER SERVICE CORPORATION OF KENTUCKY Schedule B
Explanation of Adjustments to Income Statement Page2of 2

lal Reverues are annualized at proposed rates using the actual test year customers.

[F*  Uncollectible accounts are adjusted based on the percentage of uncollectible accounts (o revenues in
1e test year appited to pro forma proposed revenues.

fc]  Salaries, wages and benefits are adjusted accordingly to reflect upcoming increases in salaries.
|d] Regulatory commssion expense has been adjusted to reflect the cost of the currest rate case over 3 years.

[e] Depreciation and amortization expense are annnalized. Depreciation expense represents gross depreciable plant at 12/31/04
plus actual and estimated general ledger aaditions, actual and esiimated net capital projects adaiions,
and actual and esurmated capiiahzed ume additions, multiplied by the depreciation rate ot 2.00% tor water plant, and 25% tor computers and vehicles.

[f] Taxes other than income are adjusted for annualized payroll taxes, utility commission taxes,
real estate taxes, and gross receipts taxes.

[g] Income taxes are computed on taxable income at current rates (34% federal and the stepped state rate}).
[h] AFUDC is eliminated for rate making purposes.

[i] Interest on debt has been computed using a 55.91% / 44.09% debt / equity ratio and a
7.28% cost of debt. The 55.91% and 7.28% are multiplied by pro forma present rate base o determine interest on debt.

1 A 5.518% adjustment has been made to account for the increase in the consumer price index since acquisition.
[k] Operating expense charged to ptant has been adjusted for projected increases in salaries, taxes, and benefits for operators.
[I] Revenues are adjusted to bring present revenues to the amount calcutated from consumption information,

[m] Expenses for Clinton sewer operations have been reduced to actual expense reductions.



WATER SERVICE CORPORATION OF KENTUCKY
Uncollectible Accounts

Test Year / Present Revenues
Uncollectible Accounts

Uncollectible %

Proposed Revenues

Uncollectible %

Uncollectible Accounts

w/p la]

Water

$ 1,371,669

$ 16,783

1.22%

$ 2,197,092

1.22%

$ 26,883

—_————————



WATER SERVICE CORPORATION OF KENTUCKY wip 1b]
Calculation of Salary and Benefils P

Total 2004
Annualized AcA FUTA SUTA Tou! Heakh Pension 401(k) 2004 Total
Salary 7.63% 7000 @ 8% B000 @ 7.0% Taxes Insurance I at 4% Otber Beasfus
Maintenance - T
Operator Allocation
ER P e AN

Ofice

D onrioemiaL



WATER SERVICE CORPORATION OF KENTUCKY

Using 2604 Customer Equivalent Numbers

Allocation of Kentucky Office

Water Service Corporation of Kencky

Total

CE.

4,085

wip [b-1)

Cust %

100.00%
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WATER SERVICE CORPORATION OF KENTUCKY

Revised Allocations

SE.51

Accoum
Number

6019045
6369007
6369009
6369012
6759003
6735016
6730051
6759115
4032098

SE.51

Account
Mumber

4599090

SE£)

Account
Num!

6019000
019020
6015043
6019053
6019050
6019070
6019071
6708001
6338001
6329002
6360003
6369005
6369006
LiRlIUVeH
6369008
6369009
631901}
6325013
6329014
6369012
6369090
6045010
604901 |
6049012
6045013
£049020
6049050
6049355
049060
6049065
6045066
6049067
6049070
6049080
6049090
6399090
6739001
6759002
6759003

Accown
Name

Computer Salaries

Computer Maint
Computer-Amort & Prog. Cost
Interner Supplier

Computer Supplies
Microfilming

Computer Supplies - Bitling
Office Comp Phone Line
Depreciation - Computer

Account
Name

Qthes lnsurance

Agcount
Name

Non-Uhility Salaries

Cap Sal - Admin
Sal-Cemputer

Sal-IL Office

Salaries - Office

Sal-IL Customer Service
Sal-JL Office Exempt
Agency Expense

Legal Fees

Audit Fees

Temp Empl.

Payroll Services

Etploy Finder Fees
Computer Maint

Director Fees
Computer-Amon & Prog. Cost
Engineering Fees
Accounting Studies

Tax Return Review
Intermet Supphier

Other Outside Services
Health Ins. Reimb
Employes Ins. Deduoctions
Health Costs & Other
Dental Ins. Reimbursements
Pension Contribuiions
Health Ins. Premiums
Drental Premiums

Term Life Ins.

Term Life ins. - OPT
Depend Life Ins.- OPT & AFLAC
AFLAC

ESOP Contributions
Disability Insurance

Other Einp Pens & Benefls
Other Insurance

Publ Subscriptions & Tapes
Anawering Sery

Computer Supplies

Original Allocation Revised Allocation
1o WSCK to WSCK Difference
9730 9,730 -
2,727 2,727 -
1,021 1,021 -
385 385 -
949 949 -
734 734 -
1,141 1,141 -
2,602 2,435 167
19,289 19,122 167
Original Allocation Revised Allocation
10 WSCK 10 WSCK Difference
68,321 67,228 1,093
Original Allocation Revised Allocation
10 WSCK o WSCK Difference
32,097 29,306 2.791
202 185 17
77 70 7
3,985 3.638 347
34 31 3
880 304 76
1,066 973 93
3 3 -
952 269 83
3216 3,009 207
(951 (890) (61)
78 73 5
272 254 18
1,462 1,364 98
672 629 43
19 8 1
135 127 8
3 3 -
1 t -
1,925 1,796 129
56 53 3
103 98 7
157 143 14

wip [c]

Comments

allocation based on code 4
allocation based on code 4
allocation based on code 4
aliocation based on code 4
allocation based on code 4
allocasion based on code 4
allocation based on code 4
allocation based on code 4
in w/p [f]

Comments

in TB - insurance

Comments

N/A

NIA

N/A

N/A

in wip [b]

N/A

N/A

in TB - uncollectibles
in TB - outside services
in TB - outside services
in TB - outside services
in TB - gutside services
in TB - outside services
N/A

N/A

N/A

N/A

N/A

in TB - outside services
N/A

N/A

in w/p [b]

in w/p [b}

i wip [b]

it w/p [b]

in wip [b)

in w/p {b]

in wip [b]

in w/p [b]

N/A

N/A

N/A

in w/p (b}

inw/p [b]

in w/p (b]

N/A

in TB - office supplies
N/A

N/A



6759004
6750005
6759006
6759008
6759609
6755010
6759011

6759013
6759014
6750016
6759067
6759012
6759051

759090
6759110
6759111

6759115
6759120
6759125
6759130
6759160
6759190
6759135
6759210
6759220
6759230
6759250
6759160
6759260
6759330
7048050
7048055
7758370
7758380
7758390
6755018
6759430
6509040
4032090
4032091

4032093
4032098
4081303
4081121

4081201

4091060
4091128
4091050
4091000
4101000
4191010
4121020
4141040
4192000
4201000
4261000
4272090

Printing & Blueprints
Postage

UPS & Air Freight

Xerox

Off Supply Stores

Reim of Off Emp Exp.
Envelopes

Cleaning Supplies
Memberships

Microfilming

Printing Customer Service
Bill Stock

Computer Sitpplies - Billing
Other Office Expense
Qffice Telephone

Office Tekephone - Long Dist
Office Comp Phone Line
Office Electric

Office Waler

Dffice Gas

(rffice Fax Phore Line
Office Utilities - Other
Operators Telephones
Office Cleaning Seqv
Landseaping, Mowing,Snow
Office Garbage Removal
Decor & Repaint Structures
Repair Off Mach & Heating
Other Office Maint
Memberships - Company
Empioyees ED Expenses
Office Education/Train Exp
Meals & Related Exp

Bank Serv Charges

Other Misc General
Operators - Other Office Exp
Sales/Use Tax Exp.

Other Trans. Exp.
Depreciation - Office Struct.
Depreciation - Office Fumn.
Depreciation - Telephones
Depreciation - Computer
Franchise Tax

Reat Estate Tax

FICA Expense

SUTA-IL.

SUTA-NC

FUTA

Income Taxes - Federai
Deferred Inc. Taxes - Federal
Interest Income

Rentzt income

Sale of Trans Equipment
Interest - Inzerco.

Interest During Const

Misc. Income

S/T Int Exp Other

150 328 22
(224) (224) R
553 553 .
319 298 21
488 457 3t
38 35 3
2,880 2,695 185
48 45 3
12 11 1
128 120 8
1,084 1,014 70
122 114 8
81 76 5
533 499 34
116 108 3
168 157 11
576 339 37
621 581 40
k3 35 3
34 51 3
1,027 962 65
18 17 1
58 54 4
527 493 34
L9 109 10
4,570 4,172 398
303 276 27
57 54 3
1476 1,381 95
1,460 1,367 93
59 56 3
3 3 -
1,343 1,257 86
3,500 3,182 218
148 139 9
46 41 3
8,881 8,450 431
(346} (324) (22)
(62) (58) 4
77.518 71,682 5,936

in TB - office supplies
N/A

NiA

in TB - office supplies
in TB - office supplies
in TB - office supplies
in TB - office supplies
in TB - office supplies
in TR - office supplies
NfA

in TB - office supplies
in TB - office supplies
N/A

in TB - office supplies
in TB - office utilities
N/A

NiA

in TB - office utilities
in TB - office utilities
in TH - office utilities
N/A

N/A

N/A

in TB - office supplies
in TB - office supplies
in TB - office supplies
N/A

in TB - office supplies
in TB - office supplies
in TB - miscellaneous
in TB - miscellaneous
in TB - miscellaneous
in TB - miscellaneous
in TH - miscellaneous
in TB - miscetlaneous
in TB - maintenance and repair
N/A

N/A

in w/p (f]

in wip [f}

wowip i)

N/A

N/A

in TB - taxes other than income
it w/p [b]

in wip [b]

N/A

inwip [b}

N/A

N/A

N/A

N/A

N/A

in TB - inerest

N/A

in TB - miscellaneous
in TB - interest



WATER SERVICE CORPORATION OF KENTUCKY

Rate Case Expense

wip [d]

Total

Legal Fees 20,000
Customer Notices (2 nolices):

Postage 8,380 = customers x $0.37 6,208

Stock 8,389 = notices x {.0526) 883
Fed Ex, mailings, postage, and miscelianeous costs 15,000

# of Trips/
Personnel Cost Nights

Travet

Airfare 2 350 3 2,100

Hotel/Meals 2 180 6 2,160

Rental Car 200 3 600
Water Service Personnel

hours rate $

KEW 750 $ 39 29,250

SWD 250 $ 29 7.250

SML 100 3 73 7,300

LAC 25 $ 96 2,400

Total 46,200
Cost of Capital Witness (AUS Consultants) 25,000
Total Cost of current case 118,151
Amortized over 3 years 3

Water Sewer

Amortization Expense per year $ 39384  |$ 39,384 $ -1




WATER SERVICE CORPORATION OF KENTUCKY
Calculation of Taxes Other Than Income Taxes

Test Year

Utility/Commission Tax
Real Estate Tax
Personal Property Tax
Gross Receipts Tax
Franchise Tax

Payroll Taxes

Total

Pro Forma Present

Payrell Tax Increase

Adjustment

Pro Forma Proposed

Gross Receipts Increase

Adjustment

Utility/Commission Tax Increase

wip [e]

Water

$ 11,453
63,038
2,209

11,943
47,659

5 136,302

7.469

$ 7,469

3 141,983

3.00%

$ 4,259

141,983
1.77%

1,088



WATER SERVICE CORPORATION OF KENTUCKY

Depreciation Expense

Gross Plant
Add;
Pro forma projects

Actual and estimated general ledger additions
Actwal and estimated capitalized time addtions

Less:
Land
Organization
Computers
Pro forma project retirements
Vehicles
Net:
Plant Depreciation @
Vehicles
VYehicle Depreciation @

Computers

Computer Depreciation @

Depreciation allocated from WSC

Total Depreciation

CIAC

Amortization @

AlAC

Amortization @

2.00%

25.00%

25.00%

2.00%

2.00%

wip [f]
Water
$ 6,994 408
995,597
175,388
04,299
(20,044)
(163,991}
(13,282)
(559,367}
(399,123}
$ 7,073,886
5 [41,478
399,123
3 99,781
13,282
$ 3,320
5,239
$ 249818
3 (58,029)
$ (1,161)
$ (113,081)
3 (2,262)



WATER SERVICE CORPORATION OF KENTUCKY

Calculation of Income Taxes

WATER
¢ Income Taxes
Total Revenue

Maintenance Expense

General Expense

Depreciation & Amortization
Taxes Other Than Income

Income from Management Services
Interest Expense

Taxable income
State Tax Rate
First $25.,000 @ 4.0%
$25.001 to $50,000 @ 5.0%
$50,001 to $100,000 @ 6.0%
$100,001 to $250,000 @ 7.0%
Over $250,000 @ 3.0%

Total State Income Taxes
Federal Taxes
Taxable Income before taxes
Less: State UT

‘eral Taxable Income
Federal Tax Rate

Total Federal Taxes

w/p [g]
Pro Forma Pro Forma
Present Proposed
5 1,391,624 2,206,947
689,141 689,141
508,081 508,081
246,396 246,396
143,771 149,118
(25,629) (25,629)
211,741 211,741
$ {381,873) 428,101
(15,275} 1,000
1,250
3,000
10,500
14,248
5 (15,275) 29,998
$ (381.875) 428,101
(15,275) 29,998
{366,600 398,103
34% 34%
3 (124,644) 135,355




UTILITIES, INC, AND SUBSIDIARIES

Capital Structure at December 31, 2004 wip [b-1]
Annual
December 31, Interest Capital
2004 Expense Structure

COMMON SHAREHOLDERS' EQUITY:
Common shares, $.10 par value; authorized 1,000 and;
20,000,000 shares, issued 1,000 and 6,524,104
shares, respectively; O and 245,490 shares reserved

for stock options, respectively $ 100
Paid-in capital 24,261,656
Retained earnings (342,152,239 restricted
at December 31, 2003) 67,825,751
Note receivable from parent (2,650,000}
Other Comprehensive Income (473,910)
Total Common Shareholder's Equity $ 88,963,597 44.09%

LONG-TERM DEBT:
Collateral trust notes -
5.41%, $7,142,857 due in annual installments 3 50,000,000 2,705,000
beginning in 2006 through 2012
9.16%, 1,000,000 due in annual installments

through 2006 2,000,000 183,200
9.0t %, 51,500,000 due ir annatal installments
through 2007 4,500,000 405,450
7.87%, due June 1, 2005 15,000,000 1,180,500
8.42%, $5,857,143 due in annual installments
beginning in 2009 thtough 2015 41 000,000 3,452,200
Other long-term debt -
8.10% to 8.96% promissory noles payable to bank 303,215 26,152
due in monthly installments through 2017
Amortization of Debt and Acquisition Expense 254,504
Total Leng-Term Debt $ 112,803,215 % 8,207,006 55.91%
TOTAL CAPITALIZATION 3 201,766,812 100.00%

COST OF DEBT 7.28%
_———



WATER SERVICE CORPORATION UF KENTUCKY

Pro Forma Interest Expense

Pro Forma Present Rate Base
Debt Ratio

Embedded Cost of Debt

Pro Forma Interest Expense

‘Water
5,205,581
5591%

7.28%

211,741

w/p lh)



WATER SERVICE CORPORATION OF KENTUCKY w/p [i]
Calculation of Working Capital

Water
2st Year
Mauintenance Expenses 3 659,199
General Expenses 393,433
Taxes Other Than Income 136,302
Total 3 1,188,934
Working Capital 45/360 $ 148,617
Pro Forma Present
Maintenance Expenses 3 689,141
General Expenses 508,081
Taxes Other Than Income 143,771
Total % 1,340,992

Working Capital 45/360 3 167,624




WATER SERVICE CORPORATION OF KENTUCKY wip [o]
Piant Restatement
Through Acquisition

Year Placed Years in
in Service Date Acq, Cost Service Depr. Rate Acc. Depr. Net Plant Fully Deprec.
Plant
Land 1981 1/L/1981 3,257.48 2125 00% - 3,257.48 Na
Land 1981 1/1/1981 596.00 21.25 0.0% - 596.00 No
Land 1981 1/1/198}) 1.234.50 21.25 0.0% - 1,234.50 No
Comiuen 1985 1172171985 13.478.20 17.25 2.0% 4,649.98 882822 No
Common 1985 11/21/1985 1849,476.30 17.25 2.0% 63,989.32 £21,486.98 No
Cormon 1985 11/21/1985 2,641.38 17.25 2.0% 911.28 1,730.10 No
Common 1985 11/21/1985 6,336.72 17.25 2.0% 2,186.17 4,150.55 No
Comman 1585 1142111985 30,123.53 17.25 2.0% 10,392.62 19,7309 No
Common 1985 117211985 194,242.01 17.25 2.0% 67.013.49 127,228.52 No
Common 1985 11/21/1985 25.622.80 17.25 2.0% 8.839.87 16,782.93 No
Commaon 1985 11/21/1985 334,189.62 17.25 2.0% 115,295.42 748,894.20 No
Common 1985 11/2171985 13,680.34 17.25 2.0% 4,719.72 8,960.62 No
Conmon 1985 11/21/1985 10,164,72 17.25 2.0% 3,306.83 6,657.89 No
Cominen 1985 11/21/1985 312,686.93 17.25 2.0% 107,876.99 204,809.94 No
Cormmon 1985 11721/1985 125,585.14 i7.25 2.0% 43,326.87 82,258.27 No
Cemmon 1985 11/21/1985 2,264.076.47 17.25 2.0% 781,106.38 1,482,970.09 No
Common 1985 1172111985 283,658.51 17.25 2.0% 97.862.19 185,796.32 No
Common 1985 1121/1985 40,452.80 17.25 2.0% 13,95622 26,496.5% No
Common 1985 11/21/1985 515,437.63 17.25 2.0% 177,825.98 337,611 .65 No
Common 1985 11/21/1985 78.560.82 £7.25 2.0% 27,103.48 51,457.34 No
Common 1985 11/21/1985 370,692.25 17.25 2.0% 127,888.83 242,803 42 No
Common 1985 11/21/1985 70,195.28 17.25 2.0% 24,247.37 45977.91 No
Common 1985 11/21/1985 145.967.76 17.25 2.0% 50,358 88 95,608.88 No
Common 1985 112171985 15,188.32 t7.25 2.0% 6,619.97 12,568.35 No
Comunon 1985 1172141985 129,343 .47 17.25 2.0% 44,623.50 84.719.97 No
Common 1985 1172171985 21,885.34 17.25 2.0% 7.550.44 14,334.90 No
Common 1997 713111997 6,00081 525 2.0% 630.09 5,370.72 No
Common 1997 7/31/1997 677.84 525 0% 7147 606.67 No
Common 1997 773141997 39.951.21 525 2.0% 4,194.88 35,756.33 No
Common 1997 7/31/1997 18,022.24 525 2.0% 1,892.34 16,129.90 No
Common 1997 131/1957 29,151.79 5.25 2.0% 3.060.94 26,090.85 No
Common 1997 73171997 34,478.84 5.25 2.0% 3,620.28 30,858.56 Na
Common 1997 7431/1997 682.50 525 2.0% 71.66 610.84 No
Common 1997 7131/1997 33,053.68 5.25 2.0% 3,470.64 29,583.04 No
Comumon 1997 1311997 6,843.71 5.25 2.0% 718,59 6,125.12 No
Common 1597 713171997 12,226.94 5.25 20% 1,283.83 10,943.11 Na

Common 1597 73171997 337.29 5.25 0% 3542 301.87 No



Common
Common
Common
Common
Common
Comman
Common
Caramon
Commen
Common
Common
Land
Land
Land
Land
Land
Land
Vehick
Vehicle
Vehicle
Vehicle
Vehicle
Vehicle
Common
Vehicle
Vehicle
Vehicle
Organizaion

Year Placed
in Service
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1997
1999
2000
2000
2000
2001
2002

Advances in Aid of Construction

Common
Comimon
Commeon
Common
Common
Cominon
Common
Common
Common
Comenon
Common

1991
1993
1995
1993
1995
1997
1997
1539
2000
2000
2000

Contributicns ir Aid of Coastruction

Common
Common
Common
Common
Common
Common
Common
Common
Common

1988
1690
1990
1992
1994
1997
1998
1998
1995

Date Acq.
713171997
311997
73141997
73171997
TSN
7/31/1997
7311997
73113997
1431/1997
743171997
T31{1697
3111997
7131/1997
7431/1997
131/1997
T31/1997
13141997
131/1997
13171997
THEA1997
773111997
743111997
TILIE999
12412000
1172000
3/1/2000
34172001t

7/15/1991
12/15/1993
111111995
3/15/1995
/1501995
1/14/1997
6/30/1997
872511999
10/2/2000
471772000
2/16/2000

T2N9%8

451211992
6/26/1994
212711997
AFH99%
412771998
8/31/1999

Cost
25,347.95
7,520.74
20,637.80
3,041.00
854.21
8.920.93
18,713.80
42,319.97
117,894.63
2,383.00
45400
840.80
6,853.00
628 83
1,025.44
5,496.00
112.00
91,200.55
23,193.71
30,841 .95
3,28%.00
626.00
23,723.00
69,976.00
2t,601.00
24,098.00
32,326.00
36,282.69

6,000,203.17

11,611.30
1.938.50
5.579.76

22,218.75
7,500.00
8,730.50

23,736.03

10,148.14
[,866.20

11,617.18
8,134.17

113.080.53

9,255.00
19,145.65
2,885.35
38,770.04
3,600.00
592.40
6,303 40
3,543.75
5,087.76

89,273.33

Years in
Service
525
525
525
525
5.25
5.25
5.25
525
525
5.25
523
5.25%
5.25
5.25
525
5.25
525
525
5.25
525
5.25
525
3325
2235
2.25
2.25
1.25
0.25

11.25
9.25
7.25
128
7.25
5.25
5.25
3125
225
2.25
225

14.25
12.25
12.25
10.25
8.25
5.25
4.25
4.25
325

Depr. Rate
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
20%
2.0%
2.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
25.0%
25.0%
250%
25.0%
25.0%
25.0%
20%
25.0%
25.0%
25.0%
Q.0%

2.0%
2.0%
20%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%

20%

2.0%
20%
2.0%

20%
2.0%
2.0%
20%
2.0%

Acc, Depr. Net Ptant
2,661.53 22,686.42
789.68 6,731.06
2,166.97 18,470.83
31931 2,721.70
§9.69 764.52
936.70 7,984.23
1,964.95 16,748.85
4,443.60 37,876.37
12,378.94 105,515.69
250.22 2,132.79
47.67 406.33
- 840.80
- 6,853.00
- 625.83
- 1,025.44
- 5,496.00
- 1£2.00
91,200.55 -
23,193.71 -
30,641.93 -
3,289.00 -
626.00 -
19,274.54 4,443 .06
3,148.92 66,827.08
12.150.56 9,450.44
13,555.13 10,542.88
10,101.88 22,224.13
- 36,282.69
2,044,103 48 3,956,099.69
2,612.54 8,998.76
358.62 1,579.88
809.07 4,770 6%
3,221.72 18,997.03
1,087.50 6,412.50
916.70 7.813.80
2,492.28 21,24375
659.63 9.488.51
83.98 1,782.22
522397 11,094 41
366.04 7.768.13
13.130.85 99,049.68
2,637.68 6,617.33
4,690,68 14,454.97
706.91 2,178.44
7,947.86 30,822.18
594.00 3.006.00
62,20 530.20
543.44 5.849.90
301.22 324253
330.70 4,757.06
17.814.69 71,458.66

Fully Deprec,
No
No
No
No
No
No
No
Na
No
No
Ne
No
No
Na
No
No
Na
Yes
Yes
Yes
Yes
Yes
Na
No
No
No
No
No

No
No
No

No
No
No
No
Na
No

No

Mo
No

No
No
No
No



WATER SERVICE CORPORATION OF KENTUCKY
Expenses & UPIS Allocated to the City of Clinton Sewer Qperations

Expense Reductions Amount
Salaries $ (16,852)
Payroll taxes (1,616)
Benefits (3,792)
Transportation exp. {1,118)
Vehicle depreciation {2,252)
Total expense reduction $ (25,629)

Rate Base Reductions Amount
UPIS - Vehicles $ (15,880
Accum. Dep. - Vehicles 11,362

Total rate base reductions

$ (4,522)



WATER SERVICE CORPORATION OF KENTUCKY
Allocation between subsidiaries

Customer Percent to
Subdivision Equivalents total
Middlesboro 3,261 79.83%
Clinton 824 20.17%

4,085 100.00%

w/p [q]f1]



WATER SERVICE CORPORATION OF KENTUCKY
Basis for Salary Allocation

wip [q][2]

Percent Total Percentage
Percent Percent Allocated to Allocated to
Allocated to Allocated to Clinton Sewer Clinton Sewer

Employee WSCK Clinton Operations Operations
Leonard, James 100.00% 20.17% 25.00% 5.04%
Pickard, Michael 100.00% 100.00% 25.00% 25.00%
Turner, John 100.00% 100.00% 25.00% 25.00%
0.31%

Daniel, Carl 6.22% 20.17% 25.00%



WATER SERVICE CORPORATION OF KENTUCKY wip )31
Calculation of Salary and Benefits Allacated n the City of Clinton Sewer Operations

Total 2004
Annualized FICA FUTA SUTA Tuotal Heaith Pension 40tk) 004 Toiad
Salary 7.65% 7,000 @ .E% 8,000 @ 7.0% Taxes Insurance a 3% at 4% Cther Benelits
Maintenunce
Lecmand, James 34,972 4.205 56 560 4.821 4,332 LeAS 2,199 387 8,567
Pickard, Michael 24224 1.853 56 560 2,469 4,332 727 965 387 6.413
Turner. Jehn 30,154 1308 36 360 2,924 4,332 0] 1.207 387 6,830
Supervisory
Daniel, Cart 1535920 T.682 38 216 7,954 4,332 4618 6.157 387 15493
Total Operator Salary 263,280 16.048 224 1,896 18,168 17,328 7,898 10,531 1,548 37,306
Operator Alloration
Leonard, ames 2172 212 3 28 243 218 i) 111 20 432
Pickard, Michael 6,056 463 14 140 617 1.083 182 242 97 1.604
Turner, John 1541 5 14 a0 131 1383 226 302 97 1,708
Supervisory
Daniel, Carl 4R3 24 1] 1 25 14 14 19 1 a9

Total Operator Allocation 16,852 1.276 31 305 1,616 2,398 506 6574 214 3,792




WATER SERVICE CORPORATION OF KENTUCKY
Transpertation Allocation

Total WSCK Operator's Salaries
Total WSCK Operator's Salaries Allocated to City of Clinton Sewer Operations

Totat WSCK Transportation Expense
Percent to Total Allocated to City of Clinton Sewer Operations
Total WSCK Transportation Expense Allocated to Clinton Sewer Operations

Total WSCK. Vehicle Depreciation
Percent to Total Allocated to City of Clinton Sewer Operations
Total WSCK Transportation Expense Allocated to Clinton Sewer Operations

Total WSCK Vehicle
Percent to Total Allocated to City of Clinton Sewer Operations
Total WSCK UPIS Allocated to Clintor Sewer Operations

Total WSCK Accumulated DepreciationVehicle
Percent to Total Allocated to City of Clinton Sewer Operations
Total WSCK Accumulated Depreciation Vehicle Allocated to Clinton Sewer Operations

wip lq][4]
Percent to

Amount total
406,601 96.02%
16,852 3.98%

423,453 100.00%

28,084
3.98%
1.118

56,586
3.98%
2,252

399,123
3.98%
15,884

{285,506)
3.98%
(11,362)



WATER SERVICE CORPORATION OF KENTUCKY

Plant Restatement

Thromgh Complete Rate Case

Plant at Acquisigion
Land
Land
Land
Comemon
Commen
Common
Common
{Common
Comymon
Common
Common
Comanon
Caommon
Common
Common
Commar.
Common
Common
Common
Common
Common
Common
Common
Corormon
Common
Common
Common
Common
Common
Common
Common
Cornmon
Common
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Utility Plant in Service
Year Placed in - Years in
Service Dale Acq. Total Service Depr. Rate Ace, Depr. Net Plant Fully Deprec.
1981 17141981 3,257.48 245 00% - 3,257.48 No
1981 Lnest 56600 245 0.0% - 59600 No
1981 L/E9%1 1.234.50 4.5 0.0% - 1,234.50 Na
1985 11/21/1985 13,478.20 205 20% 5,526.06 7,852.14 No
1983 1172171985 183,476.30 05 140% 76,043 28 109,431.02 No
15985 1172171985 2.641.38 205 2.0% 1,082.97 1.558.41 No
1988 11/21/1985 6,336.72 20.5 20% 2,598.06 3,738.66 No
1983 1172171985 30,123.53 20,5 0% 12,3%0.65 17,772.88 No
1985 1172141985 194,242.01 205 20% 79,635.22 114,602.79 No
1985 1172171985 25,622.80 205 2.0% 10,505.35 15,117.45 No
1985 1172171985 334,189.62 20.5 20% 137,017.74 197171 88 Nao
1985 11721711585 13,680.34 205 2.0% 5.608.94 8.071.40 No
1985 11721/1985 10,164.72 205 0% 4,167.54 599718 No
1985 11/21/1985 312,686.93 205 2.0% 128,201 .64 184,485.29 No
1985 WRLI9RS 125,585.14 205 20% 51,489.91 74,085.23 No
1685 1122171985 2,264,076.47 205 2.0% 928,271.35 1,335.805.12 No
1985 1172111985 283,658.51 205 20% 116,299.99 167,358.52 No
1985 1142141985 40452 80 0.5 0% 16,585.65 23.867.15 No
1985 1172171985 515,437.63 205 0% 211,329.43 304,108.20 No
1985 1172171988 78,560.82 20.5 2.0% 3220994 45,350.88 No
1985 11/21/1935 370.692.25 205 10% 151933181 218,708.42 No
1985 114211985 70,195.28 205 2.0% 28,780.06 41,415.22 No
1985 1112171985 145,967 76 208 2.0% 59,846.78 §6,120.98 No
1985 1172111985 19,188.32 205 2.0% 7.867.21 11,3218t MNa
1985 11211985 129,343 47 20.5 2.0% 53,030.82 76,312.65 No
1985 1172171985 2188534 205 2.0% 8,972.99 12,912.35 No
1947 7311597 6,000.81 85 2.0% 1,020.14 4,980.67 No
1997 HILY9T 1734 35 2.0% 11523 562.61 No
1997 73111997 3995121 85 2.0% 679171 33,159.50 No
1997 3111997 18,022.24 83 2.0% 3,063.78 14,958.46 No
1857 73141997 29.151.79 85 2.0% 4.955.30 24,195.99 No
1997 7311597 34478.84 85 2.0% 5,861.40 28,6174 No
1997 713141997 £82.50 85 20% 116.03 56648 Na
1997 73171997 33,053.68 85 20% 381913 2743455 No
1997 3111997 6384371 85 2.0% 1,163.43 558028 No
1947 773171997 12,226.94 8.5 20% 2,078.58 10,148.36 No
1997 743171997 33729 85 20% 57.34 27395 No
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Q).

A(D).

Q(2).
AQ).

Q).
AQ3).

Q(4).
A(4).

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS
FOR THE RECORD.

My name is Kirsten E. Weeks. Iam employed as a senior regulatory accountant at
Utilities, Inc., 2335 Sanders Road, Northbrook, Illinois 60062.

WHAT IS YOUR PROFESSIONAL BACKGROUND?

1 have been employed by Utilities, Inc. since August of 2002. Since that time I have
been involved in many phases of ratemaking in several regulatory jurisdictions. 1
graduated from Coe College in 2001, with a bachelors degree, and I am a Certified
Public Accountant. I had one year of public accounting experience prior to joining
Utilities, Inc. I'have successfully completed the Western Utility Rate School
sponsored by NARUC, and I have testified in rate adjustment cases before state
utility regulatory commissions in Hlinois and North Carolina. I have also provided
written testimony in Illinois, New Jersey, North Carolina, Ohio, Pennsylvania, and

South Carolina.

PLEASE EXPLAIN YOUR JOB RESPONSIBILITIES AT UTILITIES, INC.
My responsibilities encompass aspects of utility commission regulation in sixteen of
the states where Ultilities, Inc. operates (Georgia does not regulate water and sewer
utilities). These duties include preparation of rate case applications, coordinating and
facilitating Commission and Staff audits, developing and delivering testimony before

utility commuissions, and keeping apprised of industry trends and current events,

PLEASE DESCRIBE WATER SERVICE CORPORATION OF KENTUCKY.
Water Service Corporation of Kentucky, which I will sometime refer to as “WSCK”
or the “Company”, is a wholly owned subsidiary of Ultilities, Inc. WSCK was
incorporated in 2002 for the purpose of owning and operating water utility systems.
Currently, WSCK serves approximately 6,347 water connections. These customers
are located in Hickman and Bell Counties. WSCK maintains an operations and
customer service office in both Clinton and Middlesboro. Customer payments, meter
readings, and service orders are processed from both the Clinton and Middlesboro
offices. Administrative functions such as management, accounting, data processing,

and human resources are performed from the Utilities, Inc. office in Northbrook,

Illinois.



Q(5).
A(5).

Q(6).
A(6).

Q(7).
A(Y).

Q(8)-

A(8).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
The purpose of my testimony is to sponsor the Company’s application for an

adjustment of certain rates and charges for the provision of water and sewer services.

WHY IS WSCK REQUESTING RATE RELIEF AT THIS TIME?

For the test year ended December 31, 2004, WSCK earned a 3.13% return on its rate
base, which is almost 6% lower than the return recommended by the Company’s rate
of return witness, Pauline M. Ahern. The Company’s current return on rate base is
also well below its cost of capital, which as the Commission will hear from Ms.
Ahern, is 7.28%. Capital will become more costly and eventually unavailable
without adequate relief. According to statistics compiled by the United States
Department of Labor Bureau and Labor Statistics, the cost of water and sewer
maintenance has increased approximately 5.518% per year since Ultilities, Inc.’s
acquisition of WSCK. Without rate relief, WSCK would become unable to meet its
financial obligations. Such a scenario places in jeopardy the Company’s ability to

continue to provide safe, reliable, and efficient water utility services to its customers.

PLEASE DESCRIBE THE COMPANY’S APPLICATION.

In addition to the proposed rate schedule, the Application contains financial
statements consisting of a balance sheet, income statement, rate base and rate of
return calculation, a test year revenue calculation under current rates, and a revenue

calculation under proposed rates.

WOULD YOU PLEASE SUMMARIZE THE PROPOSED RATE CHANGES
IN THE COMPANY’S WATER RATE SCHEDULE?

The proposed changes to the Company’s water rate schedule would change rates
from a tiered rate structure to a monthly base facility charge and a gallonage charge
per 1,000 gallons. Based on the proposed average residential bill, approximately
40% of the customer’s bill would cover the base facility charge, while the remaining
60% would be related to the gallonage charge. In addition, under the Company’s
proposed rate structure, Clinton and Middlesboro customers will pay the same rates.
This is currently not the case, as customers pay different tiered rates, depending on

where they receive service. For 5/8” and 3/4" customers, the proposed base facility



Q.(9)
A9

Q(10).
AQ10).

Q@1).

A(11).

Q(12).
A(12).

charge is $6.40 per month, and the proposed gallonage charge is $2.17 per 1,000
gallons. Customers with meter sizes larger than 5/8” or 3/4" have proposed base
facility charges increased proportionally based on the size of their water meter. Flat
rate customers have proposed increases of 25.00%. Based on the average 5/8” or
3/4" bill of 4,350 gallons, a customer in Clinton currently paying $21.74 per month
will pay $15.83 under the proposed rates. A 5/8” or 3/4" customer in Middlesboro
currently paying $13.14 per month will also pay $15.83 under the proposed rates.

WHAT ARE THE ADVANTAGES OF A UNIFIED RATE STRUCTURE?
Utilities, Inc. has a highly centralized billing and cash management system. All
customers in WSCK are receiving the same level of service, and it stands to reason
that these customers should pay the same rates. However, in the end, the Company
realizes that this is purely a rate design issue, should the Commission choose to

continue separate rate structures for WSCK’s Clinton and Middlesboro systems.

WHAT IS THE IMPACT OF THE PROPOSED WATER RATE CHANGES?
The proposed increase in water charges for a 5/8” or 3/4” Middlesboro customer is
approximately 20.46%. In terms of dollars and cents, the requested increase in
average water charges is $2.69. For a Clinton 5/8” or 3/4" customer, the impact of
the proposed average water rate changes actually results in a decrease of 27.20%, or

$5.91 decrease in terms of dollars and cents.

MS. WEEKS, WERE THE FINANCIAL STATEMENTS ATTACHED TO
THE APPLICATION PREPARED BY YOU OR UNDER YOUR
DIRECTION?

Yes, they were.

WHAT IS CONTAINED IN THE FINANCIAL STATEMENTS?

The test year chosen by the Company is the year ended December 31, 2004,
Schedule A is the Balance Sheet as of December 31, 2004. At the end of the test
year, WSCK had per books assets of approximately $4.3 million. This includes
approximately $3.8 million of per books net utility plant. Schedule B is the Income
Statement for the test year and is comprised on a list of brief explanations for the pro

forma adjustments made to the Income Statement. In 2004, WSCK had a net loss of



Q(13).

A(13).

over $6,000. With the pro forma adjustments proposed in Schedule B and described
in my testimony, the Company has experienced (or will experience within a known
and measurable period of time) an increase in operating expenses (excluding income
taxes) of over $292,000 over test year operating expenses alone. The increase in
expenses contributes to the Company’s need for rate relief. Schedule C is the Rate
Base and Rate of Return Statement for the test year. Schedule D is the Consumption

Analysis under present rates. Schedule E reflects the same under proposed rates.

WOULD YOU PLEASE PROVIDE A BRIEF EXPLANATION OF THE
COLUMN ENTITLED “PER RESTATMENT” ON SCHEDULE B?

Certainly. As previously mentioned, WSCK is a wholly owned subsidiary of
Utilities, Inc. Utilities, Inc. also wholly owns over 80 other subsidiaries in 17
different states. Utilities, Inc. also wholly owns Water Service Corporation, which I
will sometimes refer to as “WSC”, is a company that manages the water and sewer
operations for Utilities, Inc. subsidiaries. WSC operates without profit. Costs that
are not directly assignable to a specific subsidiary are booked to WSC and are
allocated to the Utilities, Inc. subsidiaries at year end, based on a proper method of
allocation. The majority of allocation methods are based on customer equivalents. A
customer equivaient counts a water only customer as one customer, as well as a
sewer only customer as one customer. If a customer receives both water and sewer
service from Utilities, Inc., they would be counted as 1 1/2; the theory being that a
customer who receives both services at the same address does not require double the
manpower. For example, a new customer can set up these services at the same time,
rather than requiring two phone calls to the Utilities, Inc. In addition, a service order
for water and sewer could be resolved on the same visit to the address. Utilities, Inc.
also serves water distribution and sewer collection customers. These are customers
who receive service through Utilities, Inc., but water and/or sewer treatment is
provided through another entity. A water distribution or sewer collection customer is
counted as 1/2 of a customer. Finally, in some areas, Utilities, Inc. also serves water
or sewer availability customers, which are customers who own lots to be served by
Company lines, but have not yet tapped on to the system. An availability customer is
counted as 1/4 of a customer. WSCK has water customers in Clinton and water
distribution customers in Middlesboro. WSCK also operates a sewer system in
Clinton, but does not own the system. In 2004, WSCK s allocations from WSC were



Q(14).

A(14).

calculated incorrectly. The calculations included the sewer customers in Clinton,
which WSCK does not own. Therefore, the allocations had to be recalculated based
on the Middlesboro water distribution customers and the Clinton water customers
only. Accounts affected by the allocations were adjusted. The “per restatement”

column contains income statement amounts after the allocation adjustment.

WOULD YOU ALSC PLEASE EXPLAIN THE “PRO FORMA
ADJUSTMENTS” AND THE ADJUSTMENTS IN THE “PROPOSED
INCREASE” COLUMN ON SCHEDULE B?

Revenues are adjusted to bring present revenues to the amount reflected on the
consumption information in Schedule D. Salaries and wages for operators and office
personnel were adjusted by 4% to reflect the anticipated raises for employees.
Pension and other benefits were adjusted accordingly to account for the anticipated
4% increase in salaries. Operating expense charged to plant was also adjusted for
projected increases in salaries, taxes and benefits for operators. Regulatory
commission expense was adjusted to reflect the cost of this proceeding amortized
over three years. Depreciation and amortization expenses are annualized to reflect
the annual depreciation and amortization expense on test year plant and contributions
and advances in aid of construction (CIAC and AIAC) respectively. In addition,
adjusted depreciation expense represents gross depreciable plant at December 31,
2004, as well as actual and estimated general ledger additions, capital projects
additions, and capitalized time additions. Water plant, CIAC, and AIAC are
depreciated at a rate of 2%, while computers and vehicles are depreciated at a 25%
depreciation rate. Taxes other than income were adjusted based on anticipated
increases in payroll taxes associated with the pro forma adjustment to salaries
discussed above. Taxes other than income are also adjusted in the “proposed
increase” column to account for the increase in gross receipts tax on the proposed
revenues, State and federal income taxes are calculated at a tiered rate for state
income taxes and at a 34% federal income tax rate. These taxes have been adjusted
accordingly in both the “pro forma adjustments™ and the “proposed increase”
columns. An adjustment was made to reflect the actual amount of salaries, benefits,
payroll taxes, transportation expense, and vehicle depreciation that are attributable to
the operator’s time at the City of Clinton sewer facilities that are operated (but not

owned) by WSCK. All other maintenance and general expenses were adjusted by



Q(15).
A(15).

Q(16).

A(16).

Q7).

5.518% to account for the increase in the consumer price index since acquisition.
Finally, in the “proposed increase” column, proposed revenues are annualized using
the actual test year customers, and uncollectible accounts are adjusted based on the
percentage of uncollectible accounts to revenues in the test year applied to pro forma

proposed revenues.

WHAT IS CONTAINED IN SCHEDULE C?

Schedule C is the Rate Base and Rate of Return Statement. As of December 31,
2004, WSCK has a rate base of approximately $3,981,000. WSCK has invested
nearly $1,000,000 in utility piant in service since acquisition, and has projected an
increase of over $1.2 million in rate base in this proceeding. This increased
investment has contributed to the need for rate relief. As indicated on page one of
Schedule C, WSCK earned a 3.13% return on rate base during the test year. This is

below the Company’s cost of capital.

WOULD YOU PLEASE PROVIDE A BRIEF EXPLANATION OF THE
COLUMN ENTITLED “PER RESTATEMENT” ON SCHEDULE C?
Certainly. When the WSCK acquisition was booked, the Company relied on a
compilation performed by the accounting firm Gamble, Givens, and Moody for
verification of fixed asset balances. The Company booked these fixed asset balances
and in addition, the prior owner’s accumulated depreciation balances. However, the
prior owner chose to report accumulated depreciation balances at tax depreciation
rates, which depreciates plant too quickly. This creates overstated accumulated
depreciation and understated net plant. Therefore, WSCK recalculated accumulated
depreciation and accumulated amortization based on in-service dates of all utility
plant in service, CIAC and AIAC based on the half-year convention method. WSCK
used a composite rate of 2% for water plant, and a 25% depreciation rate for
computers and transportation equipment. The rate filing also includes $36,282.69 of
organizational costs in utility plant in service that was not booked at the time of

acquisition.

WHAT PRO FORMA ADJUSTMENTS ARE REFLECTED ON SCHEDULE
Ck



A7)

Q(18).

A(18).

Q(19).

A(19).

Q(20).
A(20).

Gross plant in service and capitalized time have been adjusted to reflect actual and
estimated general ledger additions through the hearing date. Accumulated
depreciation has been adjusted to account for accumulated depreciation on actual and
estimated general ledger additions through the hearing date, actual and estimated
capitalized time additions through the hearing date, and actual and estimated pro
forma plant additions through the hearing date. Cash working capital is adjusted
based on 1/8 of the total pro form maintenance expense, pro forma general expenses,
and pro forma taxes other than income. A reduction for transportation equipment and
its related accumulated depreciation has been made to account for the percentage of
transportation equipment used at the City of Clinton sewer facilities that are operated
(but not owned) by WSCK. Finally, pro forma plant has been adjusted for net
planned additional capital investments that will be completed by the hearing date.

WHAT RATEMAKING METHODOLOGY DOES THE COMPANY
PROPOSE THAT THE COMMISSION EMPLOY IN THIS CASE?
The Company proposes that its rates be determined utilizing the rate of return on rate

base methodology.

IS RATE OF RETURN ON RATE BASE TREATMENT APPROPRIATE FOR
THE COMPANY?

Absolutely. The Company has a large rate base and needs to earn a rate of return that
is sufficient to obtain the necessary equity and debt capital that a larger utility needs

for sound operation.

DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

Yes, it does.
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Direct Testimony
- Carl Daniel
Water Service Corp. of Kentucky

Would you please state your name and business address.
My name is Carl Daniel, and my business address is 5701 Westpark Drive, Suite 101,

Charlotte, NC 28217.

What is your current position of employment?

I am Vice President and Regional Director of Operations for Water Service Corp. of KY.

How long have you been employed in the water and wastewater industries?

Approximately 30 years.

What is your educational and professional background?

I hold a Masters Degree in Business Administration from Pfeiffer University in North
Carolina. Throughout my career, I have held the positions of Operator, Operating
Manager, Area Manager, Regional Director, and Vice President. During that time, I have
both operated and managed water supply systems and wastewater treatment facilities.
Also, I have overseen the completion of major capital improvements and have been the
Company spokesperson with regard to health, environment, and utility regulations in

several states.

What are your duties with WSCK?
I am responsible for making sure our customers receive the best possible service. As
such, I am responsible for all operating personnel, facilities, maintenance and capital

projects. In addition, I am responsible for communications with state and federal
Page 1 of 3
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regulators, including state utility commissions, regarding environmental and drinking

water standards as well as other operational issues.

Would you describe your experience in testifying before State Utility Commissions
regarding rate cases.

Yes. Ihave testified before the Commissions in North Carolina, South Carolina,
Maryland, New Jersey, and Virginia.

Mr. Daniel, what is the purpose of your testimony in this proceeding?

The purpose of my testimony is to provide the Commission with a brief overview of our

Kentucky operations, and the capital improvements we've made since our ownership.

Mr. Daniel, would you briefly describe your water operations here in Kentucky?
Yes. 1 would be more than happy to do so.

WSCK provides water service to approximately 6,445 customers in two locations within
the state. We deliver safe and reliable water service to our customers’ homes by way of
drilled wells in our Clinton operation and by way of a surface treatment facility in our

Middiesboro operations.

‘Who is responsible for ensuring that the WSCK customers are receiving quality
utility service?

I have overall responsibility for ensuring that all our customers receive quality utility
service. To meet this responsibility, our company must hire and maintain a highly

qualified and professional staff of individuals both in the office and in the field. We also

Page 2 of 3
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continue to make customer satisfaction the primary responsibility of each and every

WSCK employee.

Since your ownership, has the Company made any capital investments in its water
treatment facilities?

Yes, WSCK has made and continues to make improvements to its facilities. In fact, over
the past 3 years, we've made the following capital improvements to meet regulatory
requirements and to increase customer satisfaction:

We have replaced filter backwash troughs, installed new flocculator, replaced valve
actuators, installed filter rewash valves, rebuilt filters and replaced filter media, installed
new electrical controls at raw water pump station, installed activated carbon feed system,
replaced hydrants, refurbished ground storage tanks, replaced water main, replaced

pumps, and a number of other projects.

Are there any additional projects that the Commission should be made aware of?
Yes, we have also installed standby power generators at the raw water pump stations and
the finished water plants to insure that our customers are provided uninterrupted water

service during power outages.

Does this conclude your testimony?

Yes, it does.

Page 3 of 3
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I. INTRODUCTION

Please state your name, occupation and business address.

My name is Pauline M. Ahern and | am a Vice President of AUS Consultants -

Utility Services. My business address is 155 Gaither Drive, P.O. Box 1050,

Moorestown, New Jersey 08057.
Please summarize your educational background and professional experience.

| am a graduate of Clark University, Worcester, MA, where | received a Bachelor
of Arts degree with honors in Economics in 1973. In 1991, | received a Master of
Business Administration with high honors from Rutgers University.
| In June 1988, | joined AUS Consuitants - Utility Services as a Financial

Analyst and am now a Vice President. | am responsible for the preparation of all
fair rate of return and capital structure exhibits for AUS Consultants - Utility
Services. | have offered expert testimony on behalf of investor-owned utilities
before twenty state regulatory commissions. The details of these appearances,
as well as details of my educational background, are shown in Appendix A
supplementing this testimony.

| am also the Publisher of AUS Utility Reports (formerly C.A. Turner),
responsible for the production, publication, distribution and marketing of these
reports. AUS Utility Reports provides financial data and related ratios covering
approximately 150 public utility companies on a monthly, quarterly, and annual
basis. Coverage includes electric, combination gas and electric, gas distribution,
gas transmission, telephone, water and international utilities.

| also calculate and maintain the A.G.A. Index under contract with the

American Gas Association (A.G.A.). The A.G.A. Index is a market capitalization

1
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weighted index of the common stocks of about 70 corporate members of the
AGA

| have co-authored an article with Frank J. Hanley, President, AUS
Consultants - Utility Services entitlted "Comparable Earnings: New Life for an Old
Precept’ which was published in the American Gas Association's Financial

Quarterly Review, Summer 1994. | aiso assisted in the preparation of an articie

authored by Frank J. Hanley and A. Gerald Harris entitled "Does Diversification
Increase the Cost of Equity Capital?" published in the July 15, 1931 issue of
Public Utilities Fortnightly.

| am a member of the Society of Utility and Regulatory Financial Analysts,
formerly the National Society of Rate of Return Analysts serving as
Secretary/Treasurer for 2004-2006. In 1992, | was awarded the professional
designation "Certified Rate of Return Analyst" (CRRA) by the National Society of
Rate of Return Analysts. This designation is based upon education, experience
and the successful completion of a comprehensive written examination.

| am an associate member of the National Association of Water
Companies, serving on its Finance Committee, and a member of the Energy

Association of Pennsylvania, formerly the Pennsylvania Gas Association.

What is the purpose of your testimony?

The purpose is to provide testimony on behalf of the Water Service Corporation
of Kentucky (WSC of KY or the Company) of the fair rate of return, including
common equity cost rate, senior capital cost rate, and capital structure, which it

should be afforded the opportunity to eamn on its jurisdictional rate base.

What is your recommended overall fair rate of return?

2
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| recommend that the Kentucky Public Service Commission (KYPSC or the
Commission) authorize the Company the opportunity to earn an overall rate of
return of 9.12% based upon the consolidated capital structure at December 31,
2004 of Utilities, Inc., the parent of WSC of KY, which consisted of 55.91% total
debt and 44.09% common equity capital, at a debt cost rate of 7.28% and my

recommended common equity cost rate of 11.45%.

Have you prepared an exhibit which supports your overall recommended fair rate

of return?

Yes, | have. It has been marked for identification as Exhibit No. ___ and consists
of Schedules PMA-1 through PMA-12. Hereinafter, references to Schedules

within this testimony will be from this Exhibit, unless otherwise noted.

Il. SUMMARY

Please summarize the overall cost of capital and fair rate of return.

The overall cost of capital of 9.12% is summarized on Schedule PMA-1, page 1
and is based upon the consolidated capital structure, related ratics, and related
capital cost rates at December 31, 2004.

The overall cost of capital is summarized in Table 1 below:
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Table 1

Capital
Structure Cost Weighted
Ratios Rate Return
Total Debt 55.91% 7.28% 4.07%
Common Equity 44.09 11.45 5.05
Total 100.00% 9.12%

Please summarize your recommended common equity cost rate.

The basis of my recommended common equity cost rate of 11.45% is
summarized on Schedule PMA-1, page 2. Because WSC of KY's common stock
is not publicly traded, market-based common equity cost rates cannot be
determined directly for WSC of KY. Therefore, in arriving at my recommended
common equity cost rate of 11.45%, | assessed the market-based cost rates of
companies of relatively similar risk, i.e., proxy group(s), for insight info a
recommended common equity cost rate applicable to WSC of KY and suitable for
cost of capital purposes. It is appropriate to look to a proxy group or groups of
companies as similar in risk as possible whose common stocks are actively
traded for insight into an appropriate common equity cost rate applicable to WSC
of KY and then adjust the results upward to reflect WSC of KY's greater business
risk (vis-a-vis the proxy group(s)). Using other utilities of relatively comparable
risk as proxies is consistent with the principles of fair rate of return established in
the Hope' and Bluefield® cases and adds reliability to the informed expert
judgment used in arriving at a recommended common equity cost rate. However,

no proxy group can be selected to be identical in risk to WSC of KY and

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1844).
Biuefield Water Works Improvement Co. v. Public Serv. Comm'n, 262 U.S. 679 (1922),

4



O 0 N O U AW N -

ad
- O

KNG
QUMW N

[ [ GG

therefore, the proxy group(s) results must be adjusted to reflect the greater
relative business risk of WSC of KY as will be subsequently discussed in detail.
Therefore, | have evaluated the market data of two proxy groups of water
companies in arriving at my recommended common equity cost rate. The bases
of selection are described below.

As explained in more detail below, my analysis reflects current capital
market conditions and results from the application of four well-tested market-
based cost of common equity models, the Discounted Cash Flow (DCF)
approach, the Risk Premium Model (RPM), the Capital Asset Pricing Model
(CAPM), and the Comparable Eamings Model (CEM).

The results derived from each are as follows:

Jable 2
Proxy Group Proxy Group
of Six of Three
AUS Utility Value Line
Reports (Std. Ed))
Water Cos. Water Cos.
Discounted Cash Flow Model 9.9% 10.1%
Risk Premium Model 10.6 10.8
Capital Asset Pricing Model 10.4 10.8
Comparable Eamings Model 14.3 14.2
Indicated Common Equity Cost Rate
Before Business Risk Adjustment 10.70% 10.90%
Business Risk Adjustment 0.60 0.60

Common Equity Cost Rate After
Adjustment for Business Risk 11.30% 11.55%

Recommended Common Equity
Cost Rate 11.45%

After reviewing the cost rates based upon the four models, | conclude that
a common equity cost rate before a business risk adjustment of 10.70% is
indicated based upon the application of all four models to the proxy group of six

AUS Utility Reports water companies and 10.90% for the proxy group of three
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Value Line (Standard Edition) water companies. After applying business risk
adjustments due to WSC of KY’s small size vis-a-vis the two proxy groups as will
be discussed in detail subsequently, the indicated common equity cost rate for
each proxy group is 11.30% and 11.55%, respectively. Based upon these cost
rates, | recommend a common equity cost rate of 11.45% applicable to the

Company's ratemaking common equity ratio of 44.09%.

lli. GENERAL PRINCIPLES
What general principles have you considered in arriving at your recommended

common equity cost rate of 11.45%.

In unregulated industries, marketplace competition is the principal determinant of
the price of a product or service. In the case of regulated public utilities,
regulation must act as a substitute for marketplace competition. Consequently,
marketplace data must be relied upon to assure that the utility can fulfill its
obligations to the public and provide adequate service at all times. This requires
a level of earnings sufficient to maintain the integrity of presently invested capital
and permit the attraction of needed new capital at a reasonable cost in
competition with other comparable-risk firms. These standards for a fair rate of
return have been established by the U.S. Supreme Court in the Hope and
Bluefield cases cited previously. Consequently, in my determination of a fair rate
of return, | have also evaluated data gathered from the marketplace for utilities as

similar in risk as possible to WSC of KY.

IV. BUSINESS RISK
Please define business risk and expiain why it is important to the determination

of a fair rate of return?
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Business risk incorporates all of the risks of a firm other than financial risk, which
will be discussed subsequently. Examples of business risk include the quality of
management and the regulatory environment which have a direct bearing on

earnings.
Business risk is important to the determination of a fair rate of retum
because the greater the level or risk, the greater the rate of return investors

demand, consistent with the basic financial precept of risk and return.
Please discuss the business risks facing the water industry in general.

The water utility industry faces significant risks related to replacing aging

transmission and distribution systems. Value Line Investment Survey’ observes:

Many of our nation’s water systems are more than a century old.
And as time passes they grow more obsolete and out of date. They
require maintenance and in some cases massive renovations and
rebuilding. With the threat of bioterrorism now, these costs are
likely to grow even greater. Infrastructure repair costs are expected
to climb in the hundreds of millions of dollars over the next two
decades. However, many water companies are struggling toc keep
up with these escalating expenses. Most companies will have to
take on the burden by themselves, though, as local and federal
funds appear to be depleted. Therefore, many have been, and will
likely continue to be, forced to issue shares of stock and/or debt to
keep up with requirements. Others, unable to meet upkeep costs,
are being forced to sell, resulting in a great deal of consolidation.

But, while this trend is painting a bleak picture for many of the
smaller utilities, it is providing a new growth avenue for others.
Larger companies with the flexibility and capital to withstand the
onslaught are taking advantage of the consolidation trend to fuel
growth. Agua America, the largest water utility in our survey, is a

*  Value Line Investment Survey, April 29, 2005.
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prime example of such measures, making approximately 30
acquisitions annually in recent years. And the company is intent on
maintaining its strategy. Management expects to add another 25 or
so by year-end. As such, Aqua America offers the highest return on
equity rate of the stocks in this industry.

In addition, because the water industry is much more capital-intensive than the
electric, natural gas or telephone industries, the investment required to produce a
dollar of revenue is greater. And, because investor-owned water utilities typically
do not receive federal funds for infrastructure replacement, the challenge to
investor-owned water utilities is exacerbated and their access to financing is
restricted, thus increasing risk.

The water utility industry also experiences lower relative depreciation
rates. Lower depreciation rates, as one of the principal sources of internal cash
flows for all utilities, mean that water utility depreciation as a source of internally-
generated cash is far less than for electric, natural gas or telephone utilities.
Water utilities’ assets have longer lives and, hence, longer capital recovery
periods. As such, water utilities face greater risk due to inflation which results in
a higher replacement cost per dollar of net plant than for other types of utilities.

In addition, as noted by S&P*:

Environmental regulations, which can be particularly stringent for
water utilities, impact credit quality. Mandatory compliance with
environmental legislation is often quite capital intensive. This is
particularly so in the areas of wastewater discharge and drinking
water quality. In most jurisdictions observed by Standard & Poor’s,
pressures from environmental standards is likely to increase. High
compliance costs can impact a water utility’s creditworthiness if their
financing is up-front and their recovery is over a long period,
potentially putting stress on the financial profile in the short term.

A key rating consideration is the extent of the iink between a water
utility’s legistated environmental standards and its rate-setting
mechanism. Stringent environmental rules requiring expensive

4

Standard & Poor's, Criteria: Infrasfructure Finance, Water and Wastewater Utilities, Projects and Concessions, September 1998,
p. 47.

8
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upgrade and compliance costs are not necessarily a negative rating
factor, so long as the utility has a flexible and transparent process
for passing the costs through to consumers, and these consumers
are willing and able to bear these costs. Standard & Poor's
considers whether the environmental and economic regulators are
acting in isolation, or perhaps have different constituencies.

Moody's® also notes that:

We expect that the credit quality of the investor-owned U.S. water
utilities will likely deteriorate over the next several years, due to
ongoing large capital spending requirements in the industry. Larger
capital expenditures facing the water utility industry result from the
following factors:

e Continued federal and state environmental compliance
requirements;

e Higher capital investments for constructing modern water
treatment and filtration facilities;

e Ongoing improvement of maturing distribution and delivery

~ infrastructure; and

e Heightened security measures for emergency preparedness

designed to prevent potential terrorist acts.

Given the overwhelming importance of protecting the public health,
the water utility industry remains regulated by the federal and state
regulatory agencies. As a resuit of this importance, the level of
state regulators’ responsiveness is critical in enabling the water
utilities to maintain their financial integrity. In addition, when
utilities are permitted a fair rate of return and timely rate
adjustments to reflect the costs of providing this essential service,
they will be more able to implement the necessary safeguards to
protect the public health.

In addition, the water utility industry, as well as the electric and natural gas
utility industries, faces the need for increased funds to finance the increasing
security costs required to protect the water supply and infrastructure from
potential terrorist attacks in the post-September 11, 2001 world.

In view of the foregoing, it is clear that their high degree of capital intensity

®  Moody's Investors Service, Globat Credit Research, "Credit Risks and Increasing for L).S. Investor Owned Water Ulilities", Special

Comment, January 2004, p. 5.
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coupled with the need for substantial infrastructure capital spending and
increased anti-terrorism security spending, require regulatory support in the form
of adequate and timely rate relief so water utilities will be able to successfully

meet the challenges they face.

Does WSC of KY face additional extraordinary business risk?

Yes. WSC of KY's smaller size, i.e., total capital of $3.873 million at December
31, 2004 (see page 3 of Schedule PMA-1) vis-a-vis average total capital of
$553.127 million in 2004 for the proxy group of six AUS Ultility Reports water
companies (see page 3 of Schedule PMA-1), $947.613 million for the proxy
group of three Value Line (Std. Ed.) water companies indicates greater relative

business risk because all else equal, size has a bearing on risk.

Please explain why size has a bearing on business risk.

Smaller companies are less capable of coping with significant events which affect
sales, revenues and earnings.

The loss of revenues from a few larger customers, for example, would
have a greater effect on a small company than on a much larger company with a
larger customer base. Because WSC of KY is the regulated utility to whose rate
base the KYPSC's ultimately allowed overall cost of capital and fair rate of return
will be applied, the relevant risk reflected in the cost of capital must be that of
WSC of KY, including the impact of its small size on common equity cost rate.

Size is an important factor which affects common equity cost rate, and WSC of

10
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KY is significantly smaller than the average company in each proxy group based

upon total investor-provided capital as shown below:

Table 3
2004 Times Times
Total Greater than Market Greater than
Capital The Company  Capitalization(1) the Company
($ millions) ($ Millions)
Proxy Group of Six
AUS Utility Reports
Water Companies $553.127 142.8x $752.830 87 6x
Proxy Group of Three
Value Line (Std. Ed.)
Water Companies 947.613 244.7x 1,341.742 150.9x
WSC of KY 3.873 8.594 (2)
8.890 (3)
(1} From Schedule PMA-1, page 3.
(2) Based upon the average market-to-book ratio of the proxy group of six AUS Utility
Reports water companies.
3) Based upon the average market-to-book ratio of the proxy group of three Value Line

(Std. Ed.) water companies.

| have also done a study of the market capitalization of the proxy groups of
six AUS Utility Reports water companies and three Value Line (Std. Ed.) water
companies. The resulis are shown on page 5 of Schedule PMA-1 which
summarizes the market capitalizations as of June 20, 2005.

WSC of KY’s common stock is not publicly traded. Consequently, | have
assumed that if it were publicly traded, its consolidated common shares would be
selling at the same market-to-book ratio as the average market-to-book ratio for
each proxy group, or 261.3% (six water companies) and 270.3% (three water
companies) at June 20, 2005. Hence, WSC of KY's market capitalization is
estimated at $8.594 million and $8.890 million based upon the average market-
to-book ratios of each proxy group, respectively, as of June 20, 2005. In
contrast, the market capitalization of the average AUS Utility Reports water

company was $752.830 million on June 20, 2005, or 87.6 times larger than WSC

11
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of KY’s estimated market capitalization. In addition, the market capitalization of
the average Value Line (Std. Ed.) water company was $1.342 billion at June 20,
2005, or 150.9 times larger than WSC of KY. It is conventional wisdom,
supported by actual returns over time, and a general premise contained in basic
finance textbooks, that smaller companies tend to be more risky causing

investors to expect greater returns as compensation for that risk.

Does the financial literature affirm a relationship between size and common

equity cost rate?

Yes. Brigham® states”

A number of researchers have observed that portfolios of small-firms
have earned consistently higher average returns than those of large-
firms stocks; this is called “smali-firm effect.” On the surface, it would
seem to be advantageous to the small firms to provide average returns in
a stock market that are higher than those of larger firms. In reality, it is
bad news for the small firm; what the small-firm effect means is that the
capital market demands higher returns on stocks of small firms than on
otherwise similar stocks of the large firms. (italics added) '

V. FINANCIAL RISK
Please define financial risk and explain why it is important to the determination of

a fair rate of return?

Financial risk is the additional risk created by the introduction of senior capital,
l.e., debt and preferred stock, into the capital structure. In other words, the
higher the proportion of senior capital in the capital structure, the higher the

financial risk.

&

Eugene F. Brigham, Fundamentals of Financial Managerent, Fifth Edition, The Dryden Press, 1989, p. 623.
12
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Utilities formerly were considered to have much less business risk vis-a-
vis unregulated enterprises, and, as a result, a larger percentage of debt capital
was acceptable to investors. In Juné 2004, S&P revised its utility financial
guidelines and assigned new business profile scores to U.S. utility and power
companies to better reflect the relative business risk among companies in the
sector. S&P’s revised financial guidelines to the bond rating process for utilities
can be found in Schedule PMA-2, page 14, while pages 1 through 9 describe the
utility bond rating process. As shown on page 14, S&P’s revised financial
guidelines for utilities establishes financial target ratios for ten levels of business
position/profile with “1" being considered lowest risk and “10" being highest risk.

As shown on Schedule PMA-10, page 2, the average S&P bond rating
(issue credit rating) and business profile of the six AUS Utility Reports water
companies is A+ and “2.6”, which rounds to “3" and A+/A and “2.7” (rounded to

“3"), for the three Value Line (Std. Ed.) water companies.

How can one measure the combined business and financial risks, i.e., investment

risk of an enterprise?

Similar bond ratings/issue credit ratings reflect similar combined business and
financial risks, i.e., total risk. Although the specific business or financial risks
may differ between companies, the same bond rating indicates that the combined
risks are similar as the bond rating process reflects acknowledgment of all
diversifiable business and financial risks. For example, S&P expressly states
that the bond rating process encompasses a gualitative analysis of business and
financial risks (see pages 3 through 9 of Schedule PMA-2). There is no perfect

single proxy, such as bond rating or common stock ranking, by which one can

13



differentiate common equity risk between companies. However, the bond rating
provides a useful means to compare/differentiate common equity risk between
companies because it is the result of a thorough and comprehensive analysis of

all diversifiable business and financial risks, i.e., investment risk.

VI. WATER SERVICE CORPORATION OF KENTUCKY

Have you reviewed financial data for WSC of KY?

Yes. WSC of KY provides water service to approximately 7,150 (year-end 2004)
water and sewer customers in Hickman County. WSC of KY is a subsidiary of

Utilities, Inc. Thus, the Company’s common stock is not publicly traded.

Vil. PROXY GROUPS
Please explain how you chose the proxy group of six AUS Utility Reports water

companies.

The basis of selection for the proxy group of six AUS Utility Reports water
companies were those companies that meet the following criteria: 1) they are
included in the Water Company Group of AUS Utility Reports (June 2005); 2) they
have Value Line or Thomson FN/First Call Consensus; and 3) they have more
than 70% of their 2004 operating revenues derived from water operations. Six

companies met all of these criteria.

Please describe Schedule PMA-3.

Schedule PMA-3 contains comparative capitalization and financial statistics for the

14
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six AUS Utility Reports water companies for the years 2000 through 2004. The
schedule consists of three pages. Page 1 contains a summary of the comparative
data for the years 2000-2004. Page 2 contains notes relevant to page 1, as well as
the basis of selection and names of the individual companies in the proxy group.
Page 3 contains the capital structure ratios based upon total capital (including
short-term debt) by company and on average for the years 2000-2004.

During the five-year period ending 2004, the historically achieved average
earnings rate on book common equity for this group ranged between 8.97% In
2003, and 10.58% in 2002, and averaged 9.96%. The five-year ending 2004
average common equity ratio based upon total investor-provided capital was
42.89%, while the five-year average dividend payout ratio was 79.98%.

Coverage of interest charges, excluding all AFUDC from funds from
operations for the years 2000-2004 ranged between 3.10 and 3.89 times and
averaged 3.40 times during the five-year period, while funds from operations
relative to total debt ranged from 13.52% to 16.51% and averaged 14.54% for the

five-year period.

Please explain how you chose the proxy group of three Value Line water

companies.

The basis of selection for the proxy group of three Value Line (Standard Edition)
water companies was to include those companies which are part of Value Line's
(Standard Edition) Water Utility Industry Group.

Please describe Schedule PMA-4.

Schedule PMA-4 contains comparative capitalization and financial statistics for the

15
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three Value Line (Standard Edition) water companies for the years 2000 through
2004. The schedule consists of two pages. Page 1 contains a summary of the
comparative data for the years 2000-2004. Page 2 contains notes relevant to page
1, as well as the basis of selection and names of the individual companies in the
proxy group. Page 3 contains the capital structure ratios based upon total capital
(including short-term debt) by company and on average for the years 2000-2004.

During the five-year period ending 2004, the historically achieved average
earnings rate on book common equity for this group ranged between 8.86% in
2003, and 11.37% in 2000, and averaged 10.29%. The five-year ending 2004
average common equity ratio based upon total investor-provided capital was
43.06%, while the five-year average dividend payout ratio was 74.83%.

Coverage of interest charges, excluding all AFUDC from funds from
operations for the years 2000-2004 ranged between 3.41 and 4.46 times and
averaged 3.72 times during the five-year period, while funds from operations
relative to total debt ranged from 14.55% to 20.35% and averaged 16.32% during

the five-year period.
VIIl. CAPITAL STRUCTURE

Are the Company’s proposed capital structure ratios appropriate in developing an

overall fair rate of return for the Company??

Yes, the consolidated capital structure ratios of Utilities, Inc., WSC of KY’s parent
company, are appropriate to use for cost of capital purposes for WSC of KY. The
price of service should be cost-based and company-specific to the greatest extent
possible and should reftect the mix of capital financing the Company’s rate base.
When an operating utility issues its own senior capital in the external capital

markets, it is proper for rate of return purposes to use the capital structure ratios

16
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and related senior capital cost rates of the regulated operating utility. However,
when the parent provides all of the operating utility's external capital, it is
appropriate to employ the capital structure and fixed capital cost rates of the parent
and its subsidiaries on a consolidated basis for rate of return purposes if they are
reasonable vis-a-vis those maintained by utilities of similar risk and consistent with
S&P’s financial guideline ratios. Therefore, it is appropriate that the consolidated
capital structure ratios of Utilities, Inc. be employed when determining the overali

rate of return for WSC of KY.

How does WSC of KY's ratemaking common equity ratio of 44.09%, actual at
December 31, 2004 compare with the common equity ratios maintained by the

companies in the proxy groups?

Given the Company’s small size vis-a-vis the companies in the proxy groups as
previously discussed, WSC of KY's ratemaking common equity ratio of 44.09%,
actual at December 31, 2004, is reasonable to use and consistent with the range of
common equity ratios maintained on average, by the companies in the proxy
groups of six AUS Utility Reports and three Value Line water companies upon
which | base my 11.45% common equity cost rate. The common equity ratios of
the six water companies ranged from 36.77% to 50.73% in 2004 and averaged
43.96% as shown on page 3 of Schedule PMA-3. Likewise, the common equity
ratios of the three Value Line water companies ranged from 41.39% to 50.73% in
2004 and average 45.64% as shown on page 3 of Schedule PMA-4. As discussed
previously, the bond rating process encompasses a qualitative analysis of
business and financial risks. Total diversifiable investment risk is the sum of
business and financial risks. Given the Company’s small size, and hence greater

relative business risk, vis-a-vis the proxy companies, its ratemaking common
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equity ratio of 44.09% is consistent with that of the proxy companies, given their

much larger size and hence lower business risk.

How do WSC of KY’s ratemaking capital structure ratios compare with S&P’s

revised financial guideline ratios?

They are reasonable in light of S&P’s revised financial guideline ratios of total debt
to total capital for utilities with long-term debt rated in the A category and of similar
business position as the proxy groups, i.e., “3” (see page 2 of Schedule PMA-10.)

As shown on page 14 of Schedule PMA-2, based upon S&P's revised
financial guideline ratios, a utility assigned a business position of “3”, like the six
AUS Utility Reports and three Value Line water companies and with bonds in the A
bond rating category require a total debt to total capital target ratio in the range of
50% to 55%. WSC of KY’s ratemaking total debt ratio is 55.91% at December 31,
2004. A total debt ratio of 55.91% falls just slightly above 55%, the top of the
range of S&P’s revised total debt to total capital target ratio of 50% to 55% foran A
rated utility with a business position of “3”.

In view of ali the foregoing, it is my opinion that a capital structure based
upon Utilities, Inc.’s consolidated capital structure at December 31, 2004
comprised of 55.91% total debt and 44.09% common equity is reasonable for WSC
of KY. It is reasonable given WSC of KY’s small relative size, the fact that alt of its
external capital is provided by its parent, Utilities, Inc., its consistency with the
capital structures maintained, on average, by the water companies in the proxy
groups of six AUS Ultility Reports and three Value Line water companies, and its
consistency with S&P’s revised financial target ratios for a water company to obtain

and maintain an A bond rating.
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IX. LONG-TERM DEBT COST RATE

What composite cost rate for debt is most appropriate for use in a cost of capital

determination for WSC of KY?

Utilities, Inc.’s consolidated composite debt cost rate of 7.28%, actual at December
31, 2004 is the most appropriate. it is appropriate because it is the embedded debt
cost rate associated with WSC of KY’s ratemaking debt 'ratio; i.e., 55.91% based

upon its parent’s consolidated capital structure.

X. COMMON EQUITY COST RATE MODELS
A. The Efficient Market Hypothesis (EMH)

Are the cost of common equity models you use market-based models, and hence

based upon the EMH?

Yes. The DCF model is market-based in that market prices are utilized In
developing the dividend yield component of the model. The RPM is market-based
in that the bond ratings and expected bond yields used in the application of the
RPM reflect the market's assessment of risk. In addition, the use of betas to
determine the equity risk premium also reflects the market’'s assessment of risk as
betas are derived from regression analyses of market prices. The CAPM is
market-based for many of the same reasons that the RPM is market-based i.e., the
use of expected bond (Treasury bond) vields and betas. The CEM is market-
based in that the process of selecting the comparable risk non-utility companies is
based upon statistics which result from regression analyses of market prices.

Therefore, all the cost of common equity modeis | utilize are market-based models,
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and hence based upon the EMH.
Please describe the conceptual basis of the EMH.

The Efficient Market Hypothesis (EMH), which is the foundation of modern
investment theory, was pioneered by Eugene F. Fama’ in 1970. An efficient
market is one in which security prices reflect all relevant information all the time.
This implies that prices adjust instantaneously to new information, thus reflecting
the intrinsic fundamental economic value of a security ® |

The essential components of the EMH are:

A. Investors are rational and invest in assets providing the
highest expected return given a particular level of risk.

B. Current market prices reflect all publicly available
information.

C. Returns are independent i.e., today’s market returns are
unrelated to yesterday’s returns.

D. Capital markets follow a random walk i.e., the probability
distribution of expected returns approximates a normal
distribution.

Brealey and Myers state:®

When economists say that the security market is ‘efficient’, they are
not talking about whether the filing is up to date or whether desktops
are tidy. They mean that information is widely and cheaply available
to investors and that all relevant and ascertainable information is
already refiected in security prices.

7

3

Fama, Eugene F., "Efficient Capital Markets: A Review of Theory and Empirical Work™. Journal of Finance, May 1970, pp. 383-417.

Morin, Roger A., Regulatory Finance - Utilities” Cost of Capital. Public Utility Reports, Inc., Ariington, VA, 1994, p. 136.

Brealey, R.A. and Myers, S.C., Principles of Corporate Finance, McGraw-Hill Publications, Inc., 1996, pp. 323-324.
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The three forms of the EMH are:

A. The “weak” form which asserts that all past market prices and data are
fully reflected in securities prices i.e., technical analysis cannot enable an
investor to “outperform the market”.

B. The “semistrong” form which asserts that all publicly available information
is fully reflected in securities prices i.e., fundamental analysis cannot
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enable an investor to “outperform the market”.

C. The *strong” form which asserts that all information, both public and
private, is fully reflected in securities prices i.e., even insider information
cannot enable an investor to “outperform the market”.

The “semistrong” form of the EMH is generally held to be true because the
use of insider information often enables investors to “outperform the market” and
earn excessive returns. The generally-accepted “semistrong” form of the EMH
means that all perceived risks are taken into account by investors in the prices they
pay for securities. Investors are aware of all publicly-available information,
including bond ratings, discussions about companies by bond rating agencies and
investment analysts as well as the various cost of common equity methodologies
(models) discussed in the financial literature. In an attempt to emulate investor

behavior, this means that no single common equity cost rate modeil should be

relied upon in determining a cost rate of common equity and that the results of

multiple cost of common equity models should be taken into account.

Is there support in the academic literature for the need to rely upon more than one
cost of common equity model in arriving at a recommended common equity cost

rate?

A.  Yes. For example, Phil!ips10 states:

®  Charles F. Phillips, Jr., The Regulation of Public Utilities-Theory and Practice, 1983, Public Utility Reports, Inc., Arlingtor, VA, p.
396, 398.
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Since regulation establishes a level of authorized earmnings which, in
turn, implicitly influences dividends per share, estimation of the growth
rate from such data is an inherently circular process. For these
reasons, the DCF model "suggests a degree of precision which is in
fact not present” and leaves "wide room for controversy and argument
about the level of k" [investors’ capitalization or discount rate, i.e., the
cost of capital]. (italics added) (p. 396)

* * *

Despite the difficuity of measuring relative risk, the comparable
earnings standard is no harder to apply than is the market-determined

standard. The DCF method, to illustrate, requires a subjective

determination of the growth rate the market is contemplating.
Moreover, as Leventhal has argued: ‘Unless the utility is permitted to
earn a return comparable to that avaifable elsewhere on similar risk, it
will not be able in the long run to attract capital.’ (italics added) (p.
398)

Also, Morin'! states:

Sole reliance on the DCF model ignores the capital market evidence
and financial theory formalized in the CAPM and other risk premium
methods. The DCF model is one of many tools to be employed in
conjunction with other methods to estimate the cost of equity. It is not
a superior methodology that suppiants other financial theory and
market evidence. The broad usage of the DCF methodology in
regulatory proceedings does not make it superior to other methods.
(italics added) (Morin, pp. 231-232)

Each methodology requires the exercise of considerable judgment on
the reasonableness of the assumptions underlying the methodology
and on the reasonableness of the proxies used to validate a theory.
The failure of the traditional infinite growth DCF modef to account for
changes in relative markel valuation, discussed above, is a vivid
example of the potential shortcomings of the DCF model when applied
to a given company. It follows that more than one methodology
should be employed in arriving at a judgment on the cost of equity and
that these methodologies should be applied across a seres of
comparable risk companies. ...Financial literature supports the use of
mulfiple methods. (italics added) (Morin, p. 239)

"

Roger A. Morin, Regulatory Finance-Utilities’ Cost of Capital, 1994, Public Utilities Reports, Inc., Arlington, VA, pp. 231.232, 239-

240.
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Professor Eugene Brigham, a widely respected scholar and finance

academician asserted:

In practical work, it is often best to use all three methods -CAPM, bond
yield plus risk premium, and DCF - and then apply judgement when
the methods produce different results. People experienced in
estimating capital costs recognize that both careful analysis and very
fine judgements are required. It would be nice to pretend that these
judgements are unnecessary and to specify an easy, precise way of
determining the exact cost of equity capital. Unfortunately, this is not
possible. (italics added) (Morin, pp. 239-240)

Another prominent finance scholar, Professor Stewart Myers, in his best-

selling corporate finance textbook stated:

The constant growth formula and the capital asset pricing model are
two different ways of getting a handle on the same problem. (italics
added) (Morin, p. 240)

In an earlier article, Professor Myers explained the point more fully:

Use more than one model when you can. Because estimating the
opportunity cost of capital is difficult, only a fool throws away useful
information. That means you should not use any one model or
measure mechanically and exclusively. Beta is heipful as one tool in
a kit, to be used in parallel with DCF models or other techniques for
interpreting capital market data. (Morin, p. 240)

In view of the foregoing, it is clear that investors are aware of all of the models
available for use in determining a common equity cost rate. The EMH requires the

assumption that, collectively, investors use them all.

B. Discounted Cash Flow Model (DCF)

1. Thecretical Basis

What is the theoretical basis of the DCF model?

The theory of the DCF model is that the present value of an expected future stream
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of net cash flows during the investment holding period can be determined by
discounting the cash flows at the cost of capital, or the capitalization rate. DCF
theory suggests that an investor buys a stock for an expected total return rate
which is expected to be derived from cash flows received in the form of dividends
plus appreciation in market price (the expected growth rate). Thus, the dividend
yield on market price plus a growth rate equals the capitalization rate, i.e., the total

return rate expected by investors.

Please comment on the applicability of the DCF model in establishing a cost of

common equity for WSC of KY.

The extent to which the DCF is relied upon should depend upon the extent to which
the cost rate results differ from those resulting from the use of other cost of
common equity models because the DCF model has a tendency to mis-specify
investors' required return rate when the market value of common stock differs
significantly from its book value. Market values and book values of common stocks
are seldom at unity. The market-based DCF mode! will result in a total annuat
dollar return on book common equity equal to the total annual dollar return
expected by investors only when market and book values are equal, a rare and
unlikely situation. In recent years, the market values of utilities’ common stocks
have been well in excess of their book values as shown on page 1 of Schedule
PMA-3 ranging between 191.35% and 232.50% for the proxy group of six AUS
Utility Reports water companies and between 206.93% and 225.26% for the proxy
group of three Value Line (Std. Ed.) water companies as shown on page 1 of
Schedule PMA-4.

Mathematically, the DCF model understates/overstates investors' required

return rate when market value exceeds/is less than book value because, in many
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instances, market prices reflect investors' assessments of long-range market price
growth potentials (consistent with the infinite investment horizon implicit in the
standard regulatory version of the DCF model) not fully reflected in analysts'
shorter range forecasts of future growth for earnings per share (EPS) and
dividends per share (DPS) accounting proxies. This indicates the need to better
match market prices with investors' longer range growth expectations embedded in
those prices. However, the understatement/overstatement of investors' required
return rate associated with the application of the market price-based DCF model to
the book value of common equity clearly illustrates why reliance upon a single

common equity cost rate model should be avoided.

2. Applicability of a Market-Based Common Equity
Cost Rate to a Book Value Rate Base

Is it reasonable to expect the market values of utilities’ common stocks to
continue to sell well above their book values?

‘Yes. |believe that the common stocks of utilities will continue to sell substantially
above their book values, because many investors, especially individuals who
traditionally committed less capital to the equity markets, will likely continue to
commit a greater percentage of their available capital to common stocks in view
of lower interest rate alternative investment opportunities and to provide for
retirement. The recent past and current capital market environment is in stark
contrast to the late 1970's and early 1980's when very high (by historical
standards) yields on secured debt instruments in public utilities were available.
Despite the fact that the market declined significantly during late 2001 through
2003, following the September 11, 2001 tragedy, utility stocks have continued to
sell at market prices well above their book values. The significant recent

increases in market-to-book ratios have been influenced by factors other than
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fundamentals such as actua! and reported growth in earnings per share (EPS)
and dividends per share (DPS).

Traditional rate basefrate of return regulation, where a market-based
common equity cost rate is applied to a book value rate base, presumes that
market-to-book ratios are one. However, there is ample empirical evidence over
sustained periods which demonstrate that this is an incorrect presumption.
Market-to-book ratios of one are rarely the case as there are many factors
affecting the market price of common stocks, in addition to earnings. Moreover,
allowed ROEs have a limited effect on utilities' market/book ratios as market
prices of common stocks are influenced by a number of other factors beyond the

direct influence of the regulatory process.
For example, Phillips' states:

Many question the assumption that market price should equal book
value, believing that 'the earnings of utilities should be sufficiently
high to achieve market-to-book ratios which are consistent with
those prevailing for stocks of unregulated companies.'

t' states:

In addition, Bonbrigh
In the first place, commissions cannot forecast, except within wide
limits, the effect their rate orders will have on the market prices of
the stocks of the companies they regulate. In the second place,
whatever the initial market prices may be, they are sure fo change .
not only with the changing prospects for earnings, buft with the
changing outlook of an inherently volatile stock market. In short,
market prices are beyond the control, though not beyond the
influence of rate regulation. Moreover, even if a commission did
possess the power of control, any attempt to exercise it ... would
result in harmful, uneconomic shifts in public utility rate levels.
(italics added)

In view of the foregoing, a mismatch results in the application of the DCF

12

13

Id., at p. 365.

James C. Bonbright, Albert L. Danieisen and David R. Kamerschen, Principles of Public Utility Rates 1988, Public Utilities
Reports, Inc., Arington, VA, p. 334.
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model as market prices reflect long range expectations of growth in market prices
(consistent with the presumed infinite investment horizon of the standard DCF
model), while the short range forecasts of growth in accounting proxies, i.e., EPS
and DPS, do not reflect the full measure of growth (market price appreciation)

expected in per share market value.

Piease explain why a DCF-derived common equity cost rate mis-specifies
investors’ expected common equity cost rate when the market/book ratio is

greater or less than unity (100%).

Under the DCF model, the rate of return investors require is related to the price
paid for a stock i.e., market price is the basis upon which they formulate the
required rate of return. A regulated utility is limited to earning on its net book
value (depreciated original cost) rate base. As discussed previousiy, market
values differ from book values for many reasons unrelated to earnings. Thus,
when market values differ significantly from book values, a market-based DCF
cost rate applied to the book value of common equity will not accurately reflect
investors' expected common equity cost rate. It will either overstate or
understate investors' expected common equity cost rate (without regard to any
adjustment for flotation costs which may, at times, be appropriate on an ad hoc
basis) depending upon whether market value is less than or greater than book
value.

Schedule PMA-5 demonstrates how a market-based DCF cost rate
applied to a book value which is either below or above market value will either
understate or overstate investors’ expectations because these expectations are

based on a required return on market value. As shown, there is no realistic
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opportunity to earn the market-based rate of return on book value. Note that in
Column 1, investors expect a 10.00% return on a market price of $24.00.
Moreover, as shown in Column 2, when the 10.00% return rate on market value
is applied to book value which is approximately 55.5% of market value, the total
annual retumn opportunity is just $1.333 on book value. With an annual dividend
of $0.840, there is an opportunity for growth of $0.493 which translates to just
2.05% in contrast to the 6.50% growth in market price expected by investors.
There is no way to possibly achieve the expected growth of $1.560 or 6.50%
absent a huge cut in the annual dividend, an unreasonable expectation which
would result in an extremely adverse reaction by investors because it would be a
sign of extreme financial distress.

Conversely, in Column 3, where the market-to-book ratio is 80%, when
the 10.00% return rate on market value is applied to a book value which is
approximately 25.0% greater than market value, the total annual return
opportunity is $3.000 on book value with an annual dividend of $0.840, there is
an opportunity for growth of $2.160 which transiates to 9.00% in contrast to the
6.50% growth in market price expected by investors.

In view of the foregoing, it is clear that the DCF model either understates
or overstates investors' required cost of common equity capital when market
values exceed or are less than their underlying book values and thus multiple
cost of common equity models should be relied upon when estimating investors’

expectations.

Have any commissions explicitly stated that the DCF model should not be relied

upon exclusively?

Yes. As stated previously, the majority of regulatory commissions rely upon a

28



combination of the various cost of common equity models available.

Specifically, the lowa Utilities Board (1UB) has recognized the tendency of
the DCF model to understate investors' expected cost of common equity capital
when market values are significantly above their book values. In its June 17,

1994 Final Decision and Order in Re U.S. West Communications, Docket No.

RPU-93-9 the IUB stated:"

While the Board has relied in the past on the DCF model, in Jowa
Electric Light and Power Company, Docket No. RPU-89-9, "Final
Decision and Order" (October 15, 1990), the Board stated: '[T]he
DCF model may understate the return on equity in some
circumstances. This is particularly true when the market is
relatively volatile and the company in question has a market-to-
book ratio in excess of one." Those conditions exist in this case
and the Board will not rely on the DCF return. (Consumer
Advocate Ex. 367, See Tr. 2208, 2250, 2277, 2283-2284). The
DCF approach underestimates the cost of equity needed fo
assure capital attraction during this time of market uncertainty and
volatility. The board will, therefore, give preference to the risk

premium approach. (italics added)

Simitarly, in 1994, the Indiana Utility Regulatory Commission (IURC), for

example, recognized the tendency of the DCF model to understate the cost of

equity when market value exceeds book value'®:

In determining a common equity cost rate, we must again

recognize the tendency of the traditional DCF model,

understate the cost of common equity. As the Commission stated
in Indiana-Mich. Power Co. (BPU 8/24/90), Cause No. 38728, 116
PUR 4th 1, 17-18, "the unadjusted DCF result is almost always
well below what any informed financial analyst would regard as
defensible, and therefore, requires an upward adjustment based

largely on the expert witness's judgement.” (italics added)

* * *

14

15

Re: LS, West Communications, Inc., Docket No. RPU-93-9, 152 PUR4th at 459.

Re: Indiana-American Water Company, Inc., Cause No. 35595, 150 PUR4th at 167-168.
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Also,

phenomenon in a decision dated June 30, 1992" in a case regarding Hawaiian

[ulnder the traditional DCF model . . . the appropriate eamings
level of the utility would not be derived by applying the DCF result
to the market price of the Company's stock . . . it would be applied
to the utility's net original cost rate base. If the market price of the
stock exceeds its book value, . . . the invesfor will not achieve the
return which the model finds is necessary. (italics added)

the Hawaii Public Utilities Commission (HPUC) recognized

Electric Company, Inc., when it stated:

Do other cost of common equity models contain unrealistic assumptions and

In this docket, as in cother rate proceedings, experts disagree on
the relative merits of the various methods of determining the cost
of common equity. In this docket, RECO is particularly critical of
the use of the constant growth DCF methodology. It asserts that
method is imbued with downward bias and, thus, its use will
understate common equity cost. We are cognizant of the
shortcomings of the DCF method. There are, however,
shortcomings to be found with the use of CAPM and the RP
methods as well. We reiterate that, despite the problems with the
use of any methodology, all methods should be considered and
that the DCF method and the combined CAPM and RP methods
should be given equal weight. (italics added)

have shortcomings?

Yes. That is why | am not recommending that any of the models be relied upon
exclusively. | have focused on the shortcomings of the DCF model because

some regulatory commissions still place excessive or exclusive reliance upon it.

financial theory and market evidence based upon other valid cost of common

equity models. For these reasons, no model, including the DCF, should be relied

Although the DCF model is useful, it is not a superior methodology that supplants

1%

Re: Hawaiian Electric Company, Inc.. Docket No. 6998, 134 PUR4th at 479.
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upon exciusively.

3. Application of the Single-Stage DCF Model

a. Dividend Yield
Please describe the dividend yield you used in your application of the DCF

model.

The unadjusted dividend yields are based upon an average of a recent spot date
(June 20, 2005) as well as an average of the three months ended May 31, 2005,
respectively, which are shown on Schedule PMA-7. The average unadjusted
yield is 3.0% for the six AUS Utility Reports water companies and 2.8% for the

three Value Line (Std. Ed.) water companies.

h. Discrete Adjustment of Dividend Yield
Please explain the dividend growth component shown on Schedule PMA-6,

pages 1 and 2, Column 2.

Because dividends are paid quarterly, or periodically, as opposed to continuously
(daily), an adjustment to the dividend yield must be made. This is often referred
to as the discrete, or the Gordon Periodic, version of the DCF model.

Since the various companies in the proxy group increase their quarterly
dividend at various times during the year, a reasonable assumption is to reflect
one-half the annual dividend growth rate in the D, expression, or Dy,. This is a
conservative approach which does not overstate the dividend yield which should
be representative of the next twelve-month period. Therefore, the actual average
dividend yields in Column 1 on Schedule PMA-6 have been adjusted upward to

reflect one-half the growth rates shown in Column 4.
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c. Selection of Growth Rates for Use in the Single-Stage DCF Model
Please explain the basis of the growth rates of the proxy group of six AUS Utility
Reports water companies and the proxy group of three Value Line {Std. Ed.)

water companies which you use in your application of the DCF model.

Schedule PMA-8 indicates that 79.2% of the common shares of the proxy group
of six AUS Utility Reports water companies and 69.4% of the common shares of
the proxy group of three Value Line (Std. Ed.) water companies are held by
individuals as opposed to institutional investors. Individual investors are
particularly likely to place great significance on the opinions expressed by
financial information services, such as Value Line and Thomson FN/First Call,
which are easily accessible and/or available on the Internet.

Forecasts by analysts, including Value Line, are typically limited to five
years. In my opinion, | believe that investors in water utilities would have little
interest in historical growth rates beyond the most recent five years because an
historical five-year period balances the five-year period for projected growth
rates. Consequently, the use of five-year historical and five-year projected
growth rates in earnings per share (EPS) and dividends per share (DPS) as well
as the sum of internal and external growth in per share value (BR + SV) is
appropriate to consider in the determination of a growth rate for use in this
application of the DCF model. In addition, investors realize that analysts have
significant insight into the dynamics of the industries and they analyze individual
companies as well as companies’ abilities to effectively manage the effects of
changing laws and regulations. Consequently, | have reviewed analysts'
projected growth in EPS, as well as historical and projected five-year compound

growth rates in EPS, DPS and (BR + SV) for each company in each proxy group.
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The historical growth rates are from Value Line or are calculated in a manner
similar to Value Line, while the projected growth rates in earnings are from Value
Line and Thomson EN/First Call forecasts. Thomson FN{First Call growth rate
estimates are not available for DPS and internal growth, and they do not include
the Value Line projections.

in addition to evaluating EPS and DPS growth rates, it is reasonable to
assume that investors also assess (BR + SV). The concept is based on well
documented financial theory that future dividend growth is a function of the
portion of the overall return to investors which is reinvested in the firm plus the
sales of new common stock. Consequently, the growth component as proxied by
internal and external growth is defined as follows:

g=BR+ 8V
Where:

B =the fraction of earnings retained by the firm,
i.e., retention ratio

R =the return on common equity
S =the growth in common shares outstanding

V =the premium/discount of a company's stock price
relative to its book value, i.e., one minus the
complement of the market/book ratio.

Consistent with the use of five-year hisforical and five-year projected
growth rates in EPS and DPS, | have derived five-year historical and five-year
projected (BR + SV) growth. Projected EPS growth rate averages are shown in
Column 4 on the lower half of Schedule PMA-8, while historical and projected
growth in DPS, EPS, and BR + SV is shown in Column 4 on the upper half of
Schedule PMA-6. The bases of these growth rates are summarized for the
companies in each proxy group on page 1, Schedule PMA-9. Supporting growth
rate data are detailed on pages 2 through 9 of Schedule PMA-9, while pages 8
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through 12 contain all of the most current Value Line investment Survey data for

the companies in both proxy groups.

d. Conclusion of Single-Stage Cost Rates

Please summarize the single-stage growth DCF model results.

As shown on Schgdule PMA-G, the results of the applications of the single-stage
DCF model are 9.9% for the proxy group of six AUS Utility Reports water
companies and 10.1% for the proxy group of three Value Line (Std. Ed.) water
companies. In arriving at conclusions of indicated common equity cost rates for
the two proxy groups, ! included only those single-stage DCF results which are
8.3% or greater, i.e.,, 200 basis points above the average prospective yield on

Moody’'s A rated public utility bonds of 6.3% based upon Blue_Chip Financial

Forecasts’ June 1, 2005 consensus forecast of about 50 economists of the
expected yield on Aaa rated corporate bonds as discussed subsequently and
derived in Note 3 on page 6 of Schedule PMA-10. As will also be discussed
subsequently, it is necessary to adjust the average Aaa rated corporate bond
yield to be equivalent to a Moody’'s A2 rated public utility bond. As detailed in
Note 2 on page 1 of Schedule PMA-10, an adjustment to the average prospective
yield on Aaa rated corporate bonds of 0.4% was required. Thus, the average
prospective yield on Moody’'s A rated public utility bonds is 6.3%.

Based upon a review of recent authorized returns on common equity
(ROE) in Kentucky vis-a-vis concurrent estimates of the forecasted average yield
on A rated public utility bonds, | determined that the equity risk premium implicit
in recent KYPSC authorized ROEs is between 323 and 339 basis points. In
addition, the equity risk premium implicit in all regulatory awarded returns on

common equity for January 2005 through June 2005, ranged from 310 to 527
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basis points, averaging 380 basis points. In accordance with the EMH, investors
are aware of these implicit equity risk premia and, in my opinion, would not
consider returns providing an equity risk premium of only 200 basis points either
reasonable or credible. Therefore, it is reasonable, if not conservative, to
eliminate any single-stage DCF results which are no more than 200 basis points

above the current prospective average yield on A rated public utility bonds of

6.3%.

4. Conclusion of DCF Cost Rates

Please summarize the DCF model results.

As shown on Schedule PMA-6, the results of the applications of the DCF modei
are 9.9% for the proxy group of six AUS Wtility Reports water companies and

10.1% for the proxy group of three Value Line (Std. Ed.) water companies.

C. The Risk Premium Mode! (RPM)

1. Theoretical Basis
Please describe the theoretical basis of the RPM.

Risk Premium theory indicates that the cost of common equity capital is greater
than the prospective company-specific cost rate for long-term debt capital. In
other words, the cost of common equity equals the expected cost rate for long-
term debt capital plus a risk premium to compensate common shareholders for
the added risk of being unsecured and last-in-line for any claim on the

corporation’s assets and earnings.

Some analysts state that the RPM is another form of the CAPM. Do you agree?
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While there are some similarities, there is a very significant distinction between
the two models. The RPM and CAPM both add a 'risk premium” to an interest
rate. However, the beta approach to the determination of an equity risk premium
in the RPM should not be confused with the CAPM. Beta is a measure of
systematic, or market, risk, a relatively small percentage of total risk (the sum of
both non-diversifiable systematic and diversifiable unsystematic risk).
Unsystematic risk is fully captured in the RPM through the use of the prospective
long-term bond yield as can be shown by reference to pages 3 through 9 of
Schedule PMA-2, which confirm that the bond rating process involves an
assessment of all business and financial risks. In contrast, the use of a risk-free
rate of return in the CAPM does not, and by definition cannot, reflect a company's
specific i.e., unsystematic risk. Consequently, a much larger portion of the total
common equity cost rate is reflected in the company-specific bond yield (a
product of the bond rating) than is reflected in the risk-free rate in the CAPM, or
indeed even by the dividend yield employed in the DCF modeil. Moreover, the
financial literature recognizes the RPM and CAPM as two separate and distinct

cost of common equity models as discussed previously.

Have you performed RPM analyses of common equity cost rate for the two proxy

groups?

Yes. The results of my application of the RPM are summarized on page 1 of
Schedule PMA-10. On Line No. 3, page 1, Schedule PMA-10, | show the
average expected yield on A rated public utility bonds of 6.3%. On Line No. 4, |
show the adjustments, if necessary, that need to be made to the average 6.3%

expected A rated utility bond yield so that the expected yields of 6.3% in Line No.
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5 is reflective of the average Moody’s bond rating of A2 for both the proxy groups
of six AUS Utility Reports’ water companies and the three Value Line (Std. Ed.)
water companies. On Line No. 6 of page 1, my conclusions of an equity risk
premium applicable to each proxy group are shown, while the total risk premium

common equity cost rates are shown on Line No. 7.

2. Estimation of Expected Bond Yield

Please explain the basis of the expected bond yield of 6.5% applicable to the

average company in both proxy groups.

Because the cost of common equity is prospective, a prospective yield on
similarly-rated long-term debt is essential. As shown on Scheduie PMA-10, page
2, the average Moody's bond rating of both proxy groups is A2. | relied upon a
consensus forecast of about 50 economists of the expected yield on Aaa rated
corporate bonds for the six calendar quarters ending with the third calendar

quarter of 2006 as derived from the June 1, 2005 Biue Chip Financial Forecasts

(shown on page 7 of Schedule PMA-10}. As shown on Line No. 1 of page 1 of
Schedule PMA-10, the average expected yield on Moody's Aaa rated corporate
bonds is 5.9%. It is necessary {o adjust that average yield to be equivalent to a
Moody’'s A2 rated public utility bond. Consequently, an adjustment to the
average prospective yield on Aaa rated corporate bonds of 0.4% was required. It
is shown on Line No. 2, page 1 of Schedule PMA-10 and explained in Note 2 at
the bottom of the page. After adjustment, the expected bond yield applicable to
a Moody's A rated public utility bond is 6.3% as shown on Line No. 3, page 1 of
Schedule PMA-10.

Because both the proxy group of six AUS Utility Reports water

companies’ and the proxy group of three Value Line (Std. Ed.) water companies’
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average Moody's bond rating is A2, no adjustment is necessary to make the
prospective bond yield applicable to an A2 public utility bond. Therefore, the

expected specific bond yield is 6.3% for both proxy groups of water companies.

3. Estimation of the Equity Risk Premium

Please explain the method utilized to estimate the equity risk premium.

| evaluated the results of two different historical equity risk premium studies, as
well as Value Line's forecasted total annual market return in excess of the
prospective yield on high grade corporate bonds, as detailed on pages 5, 6 and
8 of Schedule PMA-10. As shown on Line No. 3, page 5 of Schedule PMA-12,
the mean equity risk premium based on both of the studies is 4.3% applicable to
the proxy group of six AUS Utility Reports water companies and 4.5% applicable
to the proxy group of three Value Line (Std. Ed.) water companies. These
estimates are the result of an average of a beta-derived historical equity risk
premium and a forecasted total market equity risk premium as well as the mean
historical equity risk premium applicable to public utilities with bonds rated A
based upon holding period returns.

The basis of the beta-derived equity risk premia applicable to the proxy
groups is shown on page 6 of Schedule PMA-10. Beta-determined equity risk
premia should receive substantial weight because betas are derived from the
market prices of common stocks over a recent five-year period. Beta is a
meaningful measure of prospective relative risk to the market as a whole and is a
logical means by which to allocate a relative share of the market's total equity
risk premium.

The total market equity risk premium utilized is 6.4% and is based upon

an average of both the long-term historical and forecasted market risk premia of
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6.3% and 6.5%, respectively, as shown on page 6 of Schedule PMA-10. To
derive the historical market equity risk premium, | used the most recent Ibbotson
Associates’ data on holding period returns for the S&P 500 Composite Index and
the average historical yield on Moody’s Aaa and A rated corporate bonds for the
period 1926-2004. The use of holding period returns over a very long period of

7

time is useful in the beta approach. As Ibbotson Associates' ' Valuation Edition

2005 Yearbook states:

The estimate of the equity risk premium depends on the length of
the data series studied. A proper estimate of the equity risk
premium requires a data series long enough to give a reliable
average without being unduly influenced by very good and very
poor short-term returns. When calculated using a long data
series, the historical equity risk premium is relatively stable.®
Furthermore, because an average of the realized equity risk
premium is quite volatile when calculated using a short history,
using a long series makes it less likely that the analyst can justify
any number he or she wants. The magnitude of how shorter
periods can affect the result will be explored later in this chapter.

Some analysts estimate the expected equity risk premium using a
shorter, more recent time peried on the basis that recent events
are more likely to be repeated in the near future; furthermore, they
believe that the 1920s, 1930s and 1940s contain too many
unusual events. This view is suspect because all periods contain
“unusual’ events. Some of the most unusual events this century
took place quite recently, including the inflation of the late 1970s
and early 1980s, the October 1987 stock market crash, the
collapse of the high-vield bond market, the major contraction and
consolidation of the thrift industry, the collapse of the Soviet
Union, and the development of the European Economic
Community — all of these happened in the last 30 years.

It is even difficult for economists to predict the economic
environment of the future. For example, if one were analyzing the
stock market in 1987 before the crash, it would be statistically
improbable to predict the impending short-term volatility without
considering the stock market crash and market volatility of the

17

Ibbotson Asscciates, Stocks, Bonds, Bills and Inflation — Valuation Edition 2005 Yearbook, pp. 80-81.
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the long-term investment horizon presumed by the DCF model. Consequently,
the long-term arithmetic mean totat return rates on the market as a whole of
12.4% and the iong-term arithmetic mean yield on corporate bonds of 6.1% were
used, as shown at Line Nos. 1 and 2 of page 6 of Schedule PMA-10. As shown

on Line No. 3 of page 6, the resultant long-term historical equity risk premium on

1929-1931 period.

Without an appreciation of the 1920s and 1930s, no one would
believe that such events couid happen. The 79-year period
starting with 1926 is representative of what can happen: it
includes high and low returns, volatile and quiet markets, war and
peace, inflation and deflation, and prosperity and depression.
Restricting attention to a shorter historical period underestimates
the amount of change that could occur in a long future period.
Finally, because historical event-types (not specific events) tend
to repeat themselves, long-run capital market return studies can
reveal a great dea!l about the future. Investors probably expect
“unusual” events to occur from time to time, and their return
expectations reflect this. (fooitnote omitted)

In addition, the use of long-term data in a RPM model is consistent with

the market as a whole is 6.3%.

of capital purposes. As Ibbotson Associates state in their Valuation Edition 2005

I used arithmetic mean return rates because they are appropriate for cost

Yearbook'®:

The equity risk premium data presented in this book are arithmetic
average risk premia as opposed to geometric average risk premia.
The arithmetic average equity risk premium can be demonstrated
to be most appropriate when discounting future cash flows. For
use as the expected equity risk premium in either the CAPM or the
building block approach, the arithmetic mean or the simple
difference of the arithmetic means of stock market returns and
riskless rates is the relevant number. This is because both the
CAPM and the building block approach are additive models, in
which the cost of capital is the sum of its parts. The geometric

i, p. 75.
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size _and direction over time.

average is more appropriate for reporting past performance, since
it represents the compound average return.

The argument for using the arithmetic average is quite
straightforward. In looking at projected cash flows, the equity risk
premium that should be employed is the equity risk premium that
is expected to actually be incurred over the future time periods.
Graph 5-3 shows the realized equity risk premium for each year
based on the returns of the S&P 500 and the income return on
long-term government bonds. (The actual, observed difference
between the return on the stock market and the riskless rate is
known as the realized equity risk premium.) There is considerable
volatility in the year-by-year statistics. At times the realized equity
risk premium is even negative.

As Ibbotson Associates™ states in their 1999 Yearbook:

The expected equity risk premium should always be calculated
using the arithmetic mean. The arithmetic mean is the rate of
return which, when compounded over multiple periods, gives the
mean of the probability distribution of ending wealth
values....Stated another way, the arithmetic mean is correct
because an investment with uncertain returns will have a higher
expected ending wealth value than an investment which earns,
with certainty, its compound or geometric rate of return every
year....Therefore, in the investment markets, where returns are
described by a probability distribution, the arithmetic mean is the
measure that accounts for uncertainty, and is the appropriate one
for estimating discount rates and the cost of capital. (italics added)

Ex-post (historical) total returns and equity risk premium spreads differ in

important as_it_provides insight into the variance and standard deviation of
returns. This prospect for variance, as captured in the arithmetic mean, provides
the valuable insight needed by investors to estimate future risk when making a
current investment. Absent such valuable insight into the potential variance of
retumns, investors cannot meaningfully evaluate prospective risk. As discussed

previously, all of the cost of common equity models, including the DCF, are

Ibbotson Associates, Stocks, Bonds, Bills and Inflation - 1999 Yearbook, pp. 157-158.
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premised upon the EMH, that all publicly available information is reflected in the
market prices paid. |If investors relied upon the geometric mean of ex-post
spreads, they would have no insight into the potential variance of future returns

because the geometric mean relates the change over many periods to a constant

rate _of change, thereby obviating the year-to-year fluctuations, or_variance,

crtical to risk analysis.

The basis of the forecasted market equity risk premium can be found on
Line Nos. 4 through 6 on page 6 of Schedule PMA-10. It is derived from an
average of the most recent 3-month (using the months of March through May
2005) and a recent spot (June 17, 2005) median market price appreciation
potentials by Value Line as explained in detail in Note 1 on page 3 of Schedule
PMA-11. The average expected price appreciation is 50% which translates td
10.67% per annum and, when added to the average (similarly calculated)
dividend yield of 1.69% equates to a forecasted annual total return rate on the
market as a whole of 12.36%, rounded to 12.4%. Thus, this methodology is
consistent with the use of the 3-month and spdt dividend yields in my application
of the DCF model. To derive the forecasted total market equity risk premium of
6.5% shown on Schedule PMA-10, page 6, Line No. B, the June 1, 2005 forecast
of about 50 economists of the expected yield on Moody’s Aaa rated corporate
bonds for the six calendar quarters ending with the third calendar quarter 2006 of

5.9% from Blue Chip Financial Forecasts was deducted from the Value Line total

market return of 12.4%. The calculation resuited in an expected market risk
premium of 6.5%.

The average of the historical and projected market equity risk premia of
6.3% and 6.5% is 6.4%.

On page 9 of Schedule PMA-10, the most current Value Line (Standard

Edition) betas for the companies in the two proxy groups are shown. Applying
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the average beta of each proxy group to the average market equity risk premium
of 6.4% resulits in a beta adjusted equity risk premium of 4.4% for the proxy group
of six AUS Utility Reports water companies and 4.7% for the proxy group of three
Value Line (Std. Ed.) water companies as shown on Schedule PMA-10, page 6,
Line No. 9.

A mean equity risk premium of 4.2% applicable to companies with A rated
public utility bonds was calculated based upon holding period returns from a
study using public utilities, as shown on Line No. 2, page 5 of Schedule PMA-10,
and detailed on page 8 of the same schedule.

The equity risk premia applicable fo the proxy group of six AUS Utility
Reports water companies and the proxy group of three Value Line (Std. Ed.)
water companies are the averages of the beta-derived premia and that based
upon the holding period returns of public utilities with A rated bonds, as

summarized on Schedule PMA-10, page 5, i.e., 4.3% and 4.5%.

What are the RPM calcuiated common equity cost rates?

They are 10.6% for the six AUS Ultility Reports water companies and 10.8% for
the three Value Line (Std. Ed.) water companies as shown on Schedule PMA-10,

page 1.

Some critics of the RPM model claim that its weakness is that it presumes a

constant equity risk premium. s such a claim valid?

No. The equity risk premium varies inversely with interest rate changes,
although not in tandem with those changes. This presumption of a constant

equity risk premium is no different than the presumption of a constant "g", or
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growth component, in the DCF model. ¥ one calculates a DCF cost rate today,
the absolute result "k", as well as the growth component "g", would invariably
differ from a calculation made just one or several months earlier. This imples
that the "g" does change, although in the application of the standard DCF model,
the "g" is presumed to be constant. Hence, there is no difference between the
RPM and DCF models in that both models assume a constant component, but in
reality, these components, the "g" and the equity risk premium both change.

As Morin® states with respect to the DCF model:

It is not necessary that g be constant year after year to make the
model valid. The growth rate may vary randomly around some
average expected value. Random variations around trend are
perfectly acceptable, as long as the mean expected growth is
constant. The growth rate must be 'expectationally constant' to
use formal statistical jargon. (italics added)

The foregoing confirms that the RPM is similar to the DCF model. Both assume
an "expectationally constant”" risk premium and growth rate, respectively, but in
reality both vary (change) randomly around an arithmetic mean. Consequently,
the use of the arithmetic mean, and not the geometric mean is confirmed as
appropriate in the determination of an equity risk premium as discussed

previously.

D. The Capital Asset Pricing Model (CAPM)

1. Theoretical Basis

Please explain the theoretical basis of the CAPM.

CAPM theory defines risk as the covariability of a security’'s returmns with the

Id., p. 111,
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market's returns. This covariability is measured by beta ("B"), an index measure
of an individual security's variability relative to the market. A beta less than 1.0
indicates lower variability while a beta greater than 1.0 indicates greater
variability than the market.

The CAPM assumes that all other risk, ie., all non-market or
unsystematic risk, can be eliminated through diversification. The risk that cannot
be eliminated through diversification is called market, or systematic, risk. The
CAPM presumes that investors require compensation for risks that cannot be
eliminated through diversification. Systematic risks are caused by
macroeconomic and other events that affect the retums on all assets.
Essentially, the model is applied by adding a risk-free rate of return to a market
risk premium. This market risk premium is adjusted proportionately to reflect the
systematic risk of the individual security relative to the market as measured by

beta. The traditional CAPM model is expressed as:

Rs = Rf + B(Rm - Rf)

Where: Rs = Return rate on the common stock
R = Risk-free rate of retum
Rm = Return rate on the market as a whole
B = Adjusted beta (volatility of the security

relative to the market as a whole)

Numerous tests of the CAPM have confirmed its validity. These tests
have measured the extent to which security returns and betas are related as
predicted by the CAPM. However, Morin observes that while the results support
the notion that beta is related to security returns, it has been determined that the

empirical Security Market Line (SML) described by the CAPM is not as steeply
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sloped as the predicted SML. Morin®' states:

with few exceptions, the empirical studies agree that ... low-beta
securities earn returns somewhat higher than the CAPM would
predict, and high-beta securities earn less than predicted.

- * *

Therefore, the empirical evidence suggests that the expected
return on a security is related to its risk by the following
approximation:

K = Re+XxB(Rm-Re) + (1-x) B(Rm- Re)

where x is a fraction to be determined empirically. ...the value of x
that best explains the observed relationship is between 0.25 and
0.30. If x = 0.25, the equation becomes:

K = Re+0.25(Ry - Re) + 0.75 B(Ru - Rp)?

In view of theory and practical research, | have applied both the
traditional CAPM and the empirical CAPM to the companies in the proxy groups

and averaged the results.

2. Risk-Free Rate of Return

Please describe your selection of a risk-free rate of return.

My applications of the traditional and empirical CAPM are summarized on

Schedule PMA-11, page 1. As shown on Line Nos. 1 and 4, the risk-free rate

adopted for both applications is 5.2%. [t is based upon the average consensus

forecast of the reporting economists in the June 1, 2005 Blue Chip Financial

Forecasts as shown in Note 2, page 4, of the expected yields on long-term U.S.

Id., at p. 321.

Id., at pp. 335-336.
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Treasury bonds for the six quarters ending with the third calendar quarter 2006.

Why is the prospective yield on long-term U.S. Treasury Bonds appropriate for

use as the risk-free rate?

The yield on long-term T-Bonds is almost risk-free and its term is consistent with
the long-term cost of capital to public utilities measured by the yields on A rated

public utility bonds, and is consistent with the iong-term investment horizon
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inherent in utilities’ common stocks. Therefore, it is consistent with the long-term

investment horizon presumed in the standard DCF model employed in regulatory

ratemaking. Moreover, Morin® states:

Equity investors generally have an investment horizon far in
excess of fifty days. More importantly, the short-term T-bill yields
reflect the impact of factors different from those influencing long-
term securities, such as common stock. For example, the
premium for expected inflation absorbed into 90-day Treasury
bills is likely to be far different than the inflationary premium
absorbed into long-term securities yields. The yields on long-term
Treasury bonds match more closely with common stock returns.
For investors with a long time horizon, a long-term government
bond is almost risk-free. (italics added) '

In addition, Ibbotson Associates note in their Valuation Edition 2005

Yearbook®*

The horizon of the chosen Treasury security should match the
horizon of whatever is being valued. When valuing a business
that is being treated as a going concern, the appropriate Treasury
vield should be that of a long-term Treasury bond. Note that the
horizon is a function of the investment, not the investor. If an
investor plans to hold stock in a company for only five years, the

24

id., at p. 308.

Id. p.57.
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yield on a five-year Treasury Note would not be appropriate since
the Company will continue to exist beyond those five years.

In conclusion, the average expected yield on long-term Treasury Bonds is
the appropriate proxy for the risk-free rate in the CAPM because it is less volatile
than yields on Treasury Bills, is almost risk-free as noted by Morin above and is

consistent with the long-term investment horizon implicit in common stocks.

3. Market Equity Risk Premium

Please explain the estimation of the expected equity risk premium for the market.

First, | estimate investors' expected total retum rate for the market. Then |
estimate the expected risk-free rate which | subtract from the expected total
return rate for the market. The result is an expected equity risk premium for the
market, some proportion of which must be allocated to the companies in the
proxy group through the use of beta. As a measure of risk relative to the market
as a whole, the beta is an appropriate means by which to apportion the market
risk premium to a specific company or group.

As shown on Schedule PMA-11, page 1, Line No. 2, the proportional
market equity risk premium, based on the fraditional CAPWM, is 4.9% for the proxy
group of six AUS Utility Reports water companies and 5.3% for the proxy group
of three Value Line (Std. Ed.) water companies. Applying the empirical CAPM
results in an equity risk premium of 5.5% for the six AUS Utility Reports water
companies and 5.8% for the three Value Line (Std. Ed.) water companies as
shown on Line No. 5 on page 1 of Schedule PMA-11. The total market equity
risk premium utilized was 7.2% and is based upon an average of the long-term
historical and projected market risk premia.

The basis of the projected median market equity risk premium is
48
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explained in detail in Note 1 on page 3 of Schedule PMA-11. As previously
discussed, it is derived from an average of the most recent 3-month (using the
months of March through May 2005) and a recent spot (June 17, 2005) 3 - 5 year
median total market price appreciation projections from Value Line, and the long-
term historical average from Ibbotson Associates. The appreciation projections
by Value Line plus average dividend yield equate to a forecasted annual total
return rate on the market of 12.4%. The long-term historical return rate of 12.4%

on the market as a whole is from Ibbotson Associates' Stocks, Bonds, Bills and

Inflation — Valuation Edition 2005 Yearbook. In each instance, the relevant risk-

free rate was deducted from the total market return rate. For example, from the
Value Line projected total market return of 12.4%, the forecasted average risk-
free rate of 5.2% was deducted indicating a forecasted market risk premium of
7.2%. From the Ibbotson Associates' long-term historical total return rate of
12.4%, the long-term historical income return rate on long-term U.S. Government
Securities of 5.2% was deducted indicating an historical equity risk premium of
7.2%. Thus, the average of the projected and historical total market risk premia

of 7.2% and 7.2%, respectively, is 7.2%.

What are the results of your applications of the traditional and empirical CAPM to

the proxy groups?

As shown on Schedule PMA-11, Line No. 3 of page 1, the traditional CAPM cost
rate is 10.1% for the proxy group of six AUS Utility Reports water companies and
10.5% for the proxy group of three Value Line (Std. Ed.} water companies. And,
as shown on Line No. 6 of page 1, the empirical CAPM cost rate is 10.7% for the
six water companies and 11.0% for the three Value Line (Std. Ed.) water

companies. The traditional and empirical CAPM cost rates are shown
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individually by company on pages 2 and 3 of Schedule PMA-11. As shown on
Line No. 7, the CAPM cost rate applicable to the proxy group of six AUS Utility
Reports water companies is 10.4% and 10.8% applicable to the proxy group of
three Value Line (Std. Ed.) water companies based upon the traditional and

empirical CAPM results.

Some critics of the ECAPM mode! claim that using adjusted betas in a traditional

CAPM amounts to using an ECAPM. Is such a claim valid?

No. Frank J. Hanley, President, AUS Consultants - Utility Services and a
colleague of mine, has been in communication with Dr. Roger A. Morin of

Georgia State University and the author of Regulatory Finance —- Utilities’ Cost of

Capital (1994, Public Utility Reports, Inc., Arlington, VA). Via e-mail, Dr. Morin
has indicated that the ECAPM compensates for CAPM's inherent bias by
ascribing a higher intercept and flatter slope to CAPM. }t is not an attempt to

increase beta. In his e-mail of August 31, 2000, Dr. Morin states:

There are two distinct separate issues involved when implementing
the CAPM. First, given the validity of the standard CAPM, what is the
best proxy for expected beta? Second, and more fundamentally, does
the standard form of the CAPM provide the best explanation of the
risk-return relationship observed on capital markets?

Regarding the standard, or traditional, CAPM, Dr. Morin also states:

There have been countless empirical tests of the CAPM to determine
to what extent security returns and betas are related in the manner
predicted by the CAPM. The results of the tests support the idea that
beta is related to security retumns, that the risk-retum tradeoff is
positive, and that the relationship is linear. The contradictory finding
is that the risk-return tradeoff is not as steeply sloped as the predicted
CAPM. That is, low-beta securities earn returns somewhat higher
than the CAPM would predict, and high-beta securities earn less than
predicted. This is one of the most well-known results in finance. A
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CAPM-based estimate of cost of capital underestimates the return
required from low-beta securities and overstates the return from high-
beta securities, based on the empirical evidence. The empirical form
of the CAPM refines the standard form of the CAPM to account for this
phenomenon.

Thus, | do not share the view that the ECAPM is equivalent to a beta
adjustment. For utility stocks with betas less than one, the CAPM
understates the return. The ECAPM allows for the CAPM's inherent
bias by ascribing a higher intercept and fiatter slope to the CAPM.
The ECAPM is a return (Y-axis, vertical axis) adjustment. It is not a
beta risk (X-axis, horizontal) adjustment. The ECAPM is not an
attempt to increase the beta estimate, which would be a horizontal x-
axis adjustment. The ECAPM is a return adjustment rather than a risk
adjustment. {emphasis added.)

Dr. Morin also indicates in his correspondence with Mr. Hanley that there
“is a huge financial literature which supports both the use of the ECAPM and the
use of adjusted betas.”
Moreover, regulatory support for the ECAPM can be found in the New
York Public Service Commission’s Generic Financing Docket, Case 91-M-0509.
In addition, the Regulatory Commission of Alaska (RCA) in its Order No. 151 in
Docket No. P-97-4 re: In the Matter of the Correct Calcutation and Use of
Acceptable input Data to Calculate the 1997, 1998, 1999, 2000, 2001 and 2002
Tariff Rates for the Intrastate Transportation of Petroleum over the TransAlaska
Pipeline System notice:
Although we primarily rely upon Tesoro’'s recommendation, we are
concerned, however, about Tesoro's CAPM analysis. Tesoro
averaged the results it obtained from CAPM and ECAPM while at the
same time providing empirical testimony®™ that the ECAPM results are
more accurate then [sic] traditional CAPM results. The reasonable
investor would be aware of these empirical results. Therefore, we
adjust Tesoro's recommendation 1o reflect only the ECAPM result.

Moreover, the slope of the Security Market Line (SML) should not be
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confused with beta. As Eugene F. Brigham, finance professor emeritus and the
author of many financial textbooks states® :

The slope of the SML reflects the degree of risk aversion in the
economy — the greater the average investor's aversion to risk, then (1)
the steeper is the slope of the line, (2) the greater is the risk premium
for any risky asset, and (3) the higher is the required rate of return on
risky assets.’

2Students sometimes confuse beta with the slope of the SML. This is
a mistake. As we saw earlier in connection with Figure 6-8, and as is
developed further in Appendix 6A, beta does represent the siope of a
line, but not the Security Market Line. This confusion arises partly
because the SML equation is generally written, in this book and
throughout the finance literature, as k; = Re + bi(kw — R¢), and in this
form b; looks like the slope coefficient and (kw — Rg) the variable. 1t
would perhaps be less confusing if the second term were written (ky —
Re)b;, but this is not generally done.

In viéw of the foregoing, using adjusted betas in an ECAPM analysis is
not incorrect, nor inconsistent with the financial literature. Rather, the use of the
traditional CAPM results in an understated estimate of the cost of common equity
capital for a utility with an adjusted beta below 1.00. And notwithstanding
regulatory support for the use of only the ECAPM, my CAPM analysis, which

includes both the traditional CAPM and the ECAPM, is a conservative approach

resulting in a reasonable estimate of the cost of common equity

E. Comparable Earnings Mode! (CEM)

1. Theoretical Basis

Please describe your application of the Comparable Eamings Model and how it is

used to determine common equity cost rate.

Eugene F. Brigham, Financiat Management — Theory and Practice, 4™ Ed., The Dryden Press, 1985, p. 203,
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My application of the CEM is summarized on Schedule PMA-12 which consists of
six pages. Pages 1 and 2 show the CEM resuits for the proxy group of six AUS
Utility Reports water companies and pages 3 and 4 show the CEM resuilts for the
proxy group of three Value Line (Std. Ed.) water companies. Pages 5 and 6
contain notes retated to pages 1 through 4.

The comparable earnings approach is derived from the "corresponding
risk" standard of the landmark cases of the U.S. Supreme Court. Therefore, it is
consistent with the Hope doctrine that the retumn to the equity investor should be
commensurate with returns on investments in other firms having corresponding
risks.

The CEM is based upon the fundamental economic concept of
opportunity cost which maintains that the true cost of an investment is equal to
the cost of the best available alternative use of the funds to be invested. The
opportunity cost principle is also consistent with one of the fundamental
principles upon which regulation rests: that regulation is intended to act as a
surrogate for competition and to provide a fair rate of return to investors.

The CEM is designed to measure the returns expected to be earned on
the book common equity, in this case net worth, of similar risk enterprises. Thus,
it provides a direct measure of return, since it translates into practice the
competitive principle upon which regulation rests. In my opinion, it is
inappropriate to use the achieved returns of regutated utilitiés of similar risk
because to do so would be circular and inconsistent with the principle of equality
of risk with non-price regulated firms.

The difficulty in application of the CEM is to select a proxy group of
companies which are similar in risk, but are not price regulated utilities.
Consequently, the first step in determining a cost of common equity using the

comparable earnings model is to choose an appropriate proxy group of non-price

53



O © ~N O nn v W N

- =k A
w N - O

15
16
17
18
19
20
21
22
23
24
25
26
7

regulated firms. The proxy group should be broad-based in order to obviate any
company-specific aberrations. As stated previously, utilities need to be
eliminated to avoid circularity since the retums on book common equity of utilities
are substantially influenced by regulatory awards and are therefore not

representative of the returns that could be eamed in a truly competitive market.

2. Application of the CEM

Please describe your application of the CEM.

My application of the CEM is market-based in that the selection of non-price
regulated firms of comparable risk is based upon statistics derived from the
market prices paid by investors.

| have chosen two proxy groups of domestic, non-price regulated firms to
reflect both the systematic and unsystematic risks of the proxy group of six AUS
Utility Reports water companies and the proxy group of three Value Line (Std.
Ed.) water companies, respectively. The proxy group of eighty-one non-utility
companies similar in risk to the proxy group of six AUS Ultility Reports water
companies and ninety non-utility companies similar in risk to the proxy group of
three Value Line (Std. Ed.) water companies are listed on pages 1 through 4,
Schedule PMA-14. The criteria used in the selection of these proxy companies
were that they be domestic non-utility companies and have a meaningful rate of
return on net worth, common equity or partners' capital reported in Value Line
(Standard Edition) for each of the five years ended 2004, or projected for 2008-
2010. Value Line betas were used as a measure of systematic risk. The
standard error of the regression was used as a measure of each firm's specific,
i.e., unsystematic risk. The standard error of the regression reflects the extent to

which events specific to a company's operations will affect its stock price and,
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therefore, is a measure of diversifiable, unsystematic, company-specific risk. In
essence, companies which have similar betas and standard errors of the
regressions, have similar investment risk, i.e., the sum of systematic (market) risk
as reflected by beta and unsystematic (business and financial) risk, as reflected
by the standard error of the regression, respectively. Those statistics are derived
from regression analyses using market prices which, under the EMH reflect all
relevant risks. The application of these criteria results in proxy groups of non-
price regulated firms similar in risk to the average company in each proxy group.

Using a Value Line, Inc. database dated June 14, 2005, the proxy group
of eighty-one non-price regulated companies were chosen based upon ranges of
unadjusted beta and standard error of the regression. The ranges were based
upon the average standard deviations of the unadjusted beta and the average
standard error of the regression for the proxy group of six AUS Utility Reports
water companies.

The six AUS Utility Reports water companies in the proxy group have an
average unadjusted beta of 0.48 whose standard deviation is 0.0964 as of June
14, 2005, as shown on page 2, Schedule PMA-12. The average standard error
of the regression is 3.4792 as also shown on Schedule PMA-12, page 2 with a
standard deviation of 0.152S as derived in Note 5, page 5 of Schedule PMA-12.
Ranges of unadjusted betas from 0.19 to 0.77 and of standard errors of the
regression from 3.0205 to 3.9379 were used to select the proxy group of eighty-
one domestic non-utility companies comparable to the profile of the proxy group
of six AUS Utility Reports water companies as can be gleaned from pages 1 and
2 and explained in Note 1 on page 5 of Schedule PMA-12. These ranges are
based upon the proxy group’s average unadjusted beta of 0.47 and average
standard error of the regression of 3.4792 plus or minus three standard

deviations of beta (0.0964 x 3 = 0.1920) and standard error of the regressions
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(0.1529 x 3 = 0.4587). The use of three standard deviations assures capturing
99.73% of the distribution of unadjusted betas and standard errors, assuring
comparability.

Likewise, using the same Value Line, Inc. database dated June 14, 2005,
the proxy group of ninety non-price regulated companies were chosen based
upon ranges of unadjusted beta and standard error of the regression. The
ranges were based upon the average standard deviations of the unadjusted beta
and the average standard error of the regression for the proxy group of three
Value Line (Std. Ed.) water companies.

The three Value Line (Std. Ed.) water companies in the proxy group have
an average unadjusted beta of 0.57 whose standard deviation is 0.0905 as of
June 14, 2005, as shown on page 4, Schedule PMA-12. The average standard
error of the regression is 3.3128 as also shown on Schedule PMA-12, page 4
with a standard deviation of 0.1456 as derived in Note 10, page 6 of Schedule
PMA-12. Ranges of unadjusted betas from 0.30 to 0.84 and of standard errors of
the regression from 2.8760 to 3.7486 were used to select the proxy group of
ninety domestic non-utility companies comparable to the profile of the proxy
group of three Value Line (Std. Ed.) water companies as can be gleaned from
pages 3 and 4 and explained in Note 9 on pages 5 and 6 of Schedule PMA-12.
These ranges are based upon the proxy group’s average unadjusted beta of 0.57
and average standard error of the regression of 3.3128 plus or minus three
standard deviations of beta (0.0905 x 3 = 0.2715) and standard error of the
regressions (0.1456 x 3 = 0.4368). The use of three standard deviations assures
capturing 99.73% of the distribution of unadjusted betas and standard errors,
assuring comparability.

| believe that this methodology for selecting non-price regulated firms of

similar total risk (i.e., non-diversifiable systematic and diversifiable non-
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systematic risk) is meaningful and effectively responds to the criticismis normally
associated with the selection of firms presumed to be comparable in total risk.
This is because the selection of non-price regulated companies comparable in
total risk is based upon regression analyses of market prices which reflect
investors' assessment of all risks, diversifiable and non-diversifiable. Thus, the
empirical selection process results in companies comparable in both systematic
and unsystematic risks, t.e., total risk.

Once proxy groups of non-price regulated companies are selected, it is
then necessary to derive returns on book common equity, net worth or partners'
capital for the companies in the groups. | have measured these returns using the
rate of return on net worth, common equity or pariners’ capital reported by Value
Line (Standard Edition). it is reasonable to measure these returns over both the
most recent historical five-year period as well as those projected over the

ensuing five-year period.

What are your conclusions of CEM cost rate?

Conclusions of CEM cost rates are 17.1% for the proxy group of six AUS Ultility
Reports water companies as shown on page 2 of Schedule PMA-12 and 16.6%
for the proxy group of three Value Line {Std. Ed.) water companies as shown on
page 4. Note that | have applied a test of significance (Student’s t-statistic) to
determine whether any of the historical or projected returns are significantly
different from their respective means at the 95% confidence level. As a result,
the historical and the projected means of several companies have been
excluded.

I have also eliminated from the groups of non-price regulated companies,

all those rates of return which are 20.0% or greater than 8.3% and below, i.e.,
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200 basis points above the current prospective yield of 6.3% on Moody’s A rated
public utility bonds (see page 1 of Schedule PMA-10) for reasons discussed
previously. Such an elimination results in an arithmetic mean return rate of
14.6% on an historical five-year and 13.9% on a projected five-year basis for the
six AUS Utility Reports water companies and 14.5% on an historical five-year
basis and 13.9% on a projected five-year basié for the three Value Line (Std. Ed.)
water companies as shown on pages 2 and 4 of Schedule PMA-12, respectively.
} rely upon the midpoint of the arithmetic mean historical five-year and projected
five-year rates of return of 14.3% and 14.1% as my CEM conclusions for each

proxy group, respectively.

Xl. RECOMMENDED COMMON EQUITY COST RATE

What is your recommended common equity cost rate?

It is 11.45%, based upon a range of common equity cost rates of 11.30% to
11.55% after business risk adjustment based upon the common equity cost rates
resulting from all four cost of common equity models consistent with the EMH
which logically mandates the use of multipie cost of common equity models.

In formulating my recommended common equity cost rate of 11.45%, |
reviewed the resulis of the application of four different cost of common eqguity
models, namely, the DCF, RPM, CAPM, and CEM for the two proxy groups. |
employ all four cost of common equity models as primary tools in arriving at my
recommended common equity cost rate because no single model! is so inherently
precise that it can be relied upon solely, to the exclusion of other theoretically
sound models. As discussed above, all four models are based upon the Efficient
Market Hypothesis (EMH), and therefore, have application problems associated

with them. The EMH, as also previously discussed, requires the assumption that
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investors rely upon mulliple cost of common equity models. Moreover, as
demonstrated in this testimony, the prudence of using multipie cost of common
equity models is supported in the financiat literature. Therefore, none should be
relied upon exclusively to estimate investors' required rate of return on common
equlity.

In a market environment where market vaiue deviates significantly from
book value (lower or higher), sole reliance on the DCF mode! is problematic for a
regulated utility because its application results in an overstatement or
understatement, respectively, of investors' required rate of return. Investors
expect to achieve their required rate of return based upon dividends received

and appreciation in market price. This testimony has shown that market prices

are significantly influenced by factors other than earnings per share (EPS) and
dividends per share (DPS). Thus, because it is necessary to use accounting
proxies for growth in the DCF model (such as EPS, DPS, or their derivative,
internal growth), that model does not refiect the full extent of market price growth
expected by investors. Market prices reflect other factors affecting growth not
accounted for in the standard regulatory version of the DCF model such as an
increase in the market value per share due to expected increases in
pricefearnings multiples and less obvious factors included in the long-range
goals of investors. For these reasons, sole reliance on the DCF model should be
avoided. In fact, as discussed in detail above, state commissions in lowa,
Indiana and Hawaii, which have previously _relied primarily upon the DCF, have
explicitly recognized this tendency of the DCF model to understate the common
equity cost rate when, as now, market prices significantly exceed book values.
The results of the four cost of common equity models applied to the proxy
groups of six AUS Utility Reports water companies and three Value Line (Std.

Ed.) water companies are shown on Schedule PMA-1, page 2 and summarized
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below:

Table 4
Proxy Group Proxy Group
of Six of Three
AUS Utility Value Line
Reporis (Sid. Ed))
Water Cos. Water Cos,
Discounted Cash Flow Model 9.9% 10.1%
Risk Premium Model 10.6 10.8
Capital Asset Pricing Model 10.4 10.8
Comparable Eamings Model 14.3 14.2
indicated Common Equity Cost Rate
Before Business Risk Adjustment 10.70% 10.90%
Business Risk Adjustment 0.60 0.65
Common Equity Cost Rate After
Adjustment for Business Risk 11.30% 11.55%
Recommended Common Equity
Cost Rate 11.45%

Based upon these common equity cost rate results, |.conclude that a
common equity cost rate of 10.70% is indicated for the proxy group of six AUS
Utility Reports water companies and of 10.90% for the proxy group of three Value
Line (Std. Ed.) water companies based upon the use of multiple common equity
cost rate models and before any adjustment for WSC of KY’s greater relative
business risk as shown on Line No. 5, page 2 of Schedule PMA-1.

However, as discussed previously, WSC of KY has greater business risk
than the average proxy group company because of ifs small size vis-a-vis each
proxy group, whether measured by book capitalization or the market
capitalization of commaon equity (estimated market value for WSC of KY, whose
common stock is not traded). Therefore, it is necessary to upwardly adjust the
10.70% and 10.90% indicated common equity cost rates based upon each proxy
group, respectively.

Based upon WSC of KY's small relative size, an adjustment to reflect its
60
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smaller relative size of 4.42% (442 basis points) relative to the indicated common
equity cost rate of the six AUS Utility Reports water companies and 4.80% (480
basis points) relative to the indicated common equity cost rate of the three Value
Line (Std. Ed.) water companies are indicated. These adjustments are based
upon data contained in Chapter 7 entitled “Firm Size and Return” from ibbotson

Associates’ Stocks, Bonds, Bills and Inflation-Valuation Edition 2005 Yearbook.

The determinations are based on the size premia for decile porifolios of New
York Stock Exchange (NYSE), American Stock Exchange (AMEX) and NASDAQ
listed companies for the 1926-2004 period and related data shown on pages 3
through 18 of Schedule PMA-1. The average size premia for the deciles in which
the proxy groups fall have been compared to the average size premia for the 10"
decile in which WSC of KY wouid fall if its stock were traded and sold at the June
20, 2005 average market/bock ratio of either 261.3% or 270.3% experienced by
each proxy group, respectively. As shown on page 3 of Schedule PMA-1, the
size premium spread between WSC of KY and the six water companies is 4.42%
and 4.80% between WSC of KY and the three Value Line (Std. Ed.) water
companies. Page 4 contains notes relative to page 3. Page 5 contains data in
support of page 3 while pages 6 through 18 of PMA-1 contain relevant

information from the I[bbotson Associates’ Valuation Edition 2005 Yearbook

discussed previously.

Consequently, business risk adjustments of 4.42% and 480% are
indicated for the six water companies and the three Value Line (Std. Ed.) water
companies, respectively. However, | will make conservatively reasonable
business risk adjustments of 0.60% (60 basis points) and 0.65% (65 basis points)
to the indicated common equity cost rates of 10.70% and 10.90% for the six AUS
Utitity Reports water companies and the three Value Line (Std. Ed.) water

companies, respectively.
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Therefore, as shown on page 2 of Schedule PMA-1 at Line No. 7 and
Table 4 above, the indicated common equity cost rates based on each proxy
group, including the business adjustment based upon WSC of KY's small size
are 11.30% and 11.55%. My recommended common equity cost rate of 11.45%
is based upon the average of these cost rates, 11.43%, rounded to 11.45%. In

my opinion, such a cost rate is both reasonable and conservative.

Does that conclude your direct testimony?

Yes.
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PROFESSIONAL QUALIFICATIONS

OF
PAULINE M. AHERN, CRRA
VICE PRESIDENT
AUS CONSULTANTS — UTILITY SERVICES
PROFESSIONAL EXPERIENCE
1996-Present

As a Vice President, | continue to prepare fair rate of return and cost of capital exhibits, as well as
submitting testimony on same before state public utility commissions. | continue to provide assistance
and support throughout the entire ratemaking litigation process.

As the Publisher of AUS Utility Reports (formerdy C. A. Turner Ulility Reports), | am responsible
for the production, publishing, and distribution of the reports. AUS Utility Reports provides financial data
and related ratios for about 200 public utilities, i.e., electric, combination gas and electric, natural gas
distribution, natural gas transmission, telephone, and water utilities, on a monthly, quarterly and annual
basis. Among the subscribers of AUS Utility Reports are utilities, many state regulatory commissions,
federal agencies, individuals, brokerage firms, attorneys, as well as public and academic libraries. The
pubfication has continuously provided financial statistics on the utility industry since 1930.

As the Publisher of AUS Utility Reports, | supervise the production, publishing, and distribution of
the AGA Rate Service publications under license from the American Gas Association. [ am also
responsible for maintaining and calculating the performance of the AGA Index, a market capitalization
weighted index of the cormmon stocks of the approximately 70 corporate members of the AGA. In
addition, | supervise the production of a quarterly survey of investor-owned water company rate case
activity on behalf of the National Association of Water Companies.

1994-1996

As an Assistant Vice President, | prepared fair rate of return and cost of capital exhibits which are
filed along with expert testimony before various state and federal public utility regulatory bodies. These
supporting exhibits include the determination of an appropriate ratemaking capital structure and the
development of embedded cost rates of senior capital. The exhibits also support the determination of a
recommended return on common equity through the use of various market models, such as, but not
limited to, Discounted Cash Flow analysis, Capital Asset Pricing Model and Risk Premium Methodology,
as well as an assessmenmnt of the risk characteristics of the client utility. | also assisted in the preparation
of responses to any interrogatories received regarding such testimonies filed on behalf of client utilities.
Following the filing of fair rate of return testimonies, | assisted in the evaluation of opposition testimony in
order 10 prepare interrogatory guestions, areas of cross-examination, and rebuttal testimony. | aiso
evaluated and assisted in the preparation of briefs and exceptions following the hearing process. 1 have
submitted testimony before state public utility commissions regarding appropriate capital structure ratjos
and fixed capital cost rates.

1990-1994

As a Senior Financial Analyst, | supervised two analysts in the preparation of fair rate of retumn
and cost of capital exhibits which are filed along with expert testimony before various state and federal
public utility regulatory bodies. The team also assisted in the preparation of interrogatory responses.

| evaluated the final orders and decisions of various commissions to determine whether further
actions are warranted and to gain insight which may assist in the preparation of future rate of retum
studies.



! assisted in the preparation of an article authored by Frank J. Hanley and A. Gerald Harris
entitied "Does Diversification Increase the Cost of Equity Capital?" published in the July 15, 1991 issue of

Public Utilities Fortnightly.

| co-authored an article with Frank J. Hanley entitfed "Comparable Eamings: New Life for an Oid
Precept” which was published in the American Gas Association's Financial Quartedy Review, Summer
1994,

| was awarded the professional designation "Certified Rate of Retum Analyst" (CRRA} by the
National Society of Rate of Retum Analysts (now the Society of Utility and Reguiatory Financial Analysts
(SURFA)). This designation is based upon education, experience and the successful completion of a
comprehensive examination. :

As Administrator of Financial Analysis for AUS Utility Reports, which reports financial data for
over 200 utility companies and has approximately 1,000 subscribers, | oversee the preparation of this
monthly publication, as well as the annual publication, Financial Statistics - Public Utilities.

1988-1990

As a Financial Analyst, | assisted in the preparation of fair rate of retumn studies including capital
structure determination, development of senior capital cost rates, as well as the determination of an
appropriate rate of refurn on equity. | also assisted in the preparation of interrogatory responses,
interrogatory questions of the opposition, areas of cross-examination and rebutial testimony. 1 also
assisted in the preparation of the annual publication C. A. Tumner Wility Reports - Financial Statistics -
Pubfic Utilities.

1973-19875

As a research assistant in the Research Department of the Regional Economics Division of the
Federal Reserve Bank of Boston, | was involved in the development and maintenance of econometric
maodels to simulate regional economic conditions in New England in order to study the effects of, among
other things, the energy crisis of the early 1970's and property tax revaluations on the economy of New
England. | was also involved in the statistical analysis and preparation of articles for the New England
Economic Review. Also, | acted as assistant editor for New England Business Indicators.

1972

As a research assistant in the Office of the Assistant Secretary for international Affairs, U.S.
Treasury Department, Washington, D.C., | developed and maintained econometdic models which
simulated the economy of the United States in order to study the results of various alternate foreign trade
policies so that national trade policy could be formulated and recommended.

I am also a member of the Society of Utility and Regulatory Financial Analysts (formery the
National Society of Rate of Return Analysts).

Clients Served

I have offered expert testimony before the following commissions:



Arkansas
California
Delaware
Florida
Hawaii
ldaho
lllinois
Indiana
Maine
Maryland

Michigan
Missouri

New Jersey
New York
North Carolina
Chio
Pennsylvania
South Carolina
Virginia
Washington

| have sponsored testimony on the rate of returnt and capitat structure effects of merger and

acquisition issues for:

Califomia-American Water Company

New Jersey-American Water Company

| have sponsored testimony on fair rate of return and related issues for:

Aqua lllinois, Inc.

Audubon Water Company

Carolina Pines Utilities, Inc.

Carolina Water Service, Inc.
Consumers lllinois Water Company
Consumers Maine Water Company
Consumers New Jersey Water Company
Elizabethtown Water Company
Emporium Water Company

GTE Hawaiian Telephone Inc.
Greenridge Utilities, inc.

Long Neck Water Company

Middlesex Water Company
Missouri-American Water Company
Mt. Holly Water Company

Nero Utility Services, Inc.

New Jersey-American Water Company
Ohio-American Water Company

Penn Estates

Pinelands Waste Water Company

Pittsburgh Thermal

Sussex Shores Water Company
Thames Water Americas
Tidewater Utilities, Inc.
Transylvania Utilities, inc.

Twin Lakes Utilities, Inc.

United Utility Companies

United Water Arkansas, Inc.
United Water Delaware, Inc.
United Water Idaho, Inc.

United Waler indiana, inc.

United Water New Rochelle, inc.
United Water Virginia, inc.

United Water West Lafayette, Inc.
Utilities, Inc. of Florida

Utilities Services of South Carolina
Valley Energy, Inc.

Wellsboro Electric Company
Western Utilities, Inc.

| have sponsored testimony on capital structure and senior capital cost rates for the following

clients:

Alpena Power Company
Arkansas-Western Gas Company
Associated Natural Gas Company

PG Energy Inc.
United Water Delaware, Inc.
Washington Natural Gas Company

{ have assisted in the preparation of rate of return studies on behalf of the following clients:

Algonquin Gas Transmission Company
Arkansas- ouisiana Gas Company
Arkansas Westem Gas Company
Artesian Water Company

Associated Natural Gas Company
Atlantic City Electric Company
Bridgeport-Hydraulic Company
Cambridge Eiectric Light Company
Carolina Power & Light Company
Citizens Gas and Coke Utility

City of Vernon, CA

Columbia Gas/Gulf Transmission Cos.
Commonwealth Electric Company
Commonwealth Telephone Company
Conestoga Telephone & Telegraph Co.
Connecticut Natural Gas Corporation
Consolidated Gas Transmission Company
Consumers Power Company

CWS Systems, Inc.

Deimarva Power & Light Company



Rate of Return Study Clients, Continued

East Honolulu Community Services, Inc.
Equitable Gas Company

- Equitrans, Inc.

Florida Power & Light Company

Gary Hobart Water Company

Gasco, Inc.

GTE Arkansas, Inc.

GTE California, Inc.

GTE Flerida, Inc.

GTE Hawaiian Telephone

GTE North, Inc.

GTE Northwest, Inc.

GTE Southwest, Inc.

Great Lakes Gas Transmission L.P.
Hawaiian Electric Company

Hawaiian Electric Light Company

IES Utilities Inc.

lllinois Power Company

Interstate Power Company

lowa Electric Light and Power Company
lowa Southermn Utilities Company
Kentucky-West Virginia Gas Company
Lockhart Power Company

Middiesex Water Companny

Milwaukee Metropolitan Sewer District
Mountaineer Gas Company

National Fuel Gas Distribution Comp.
National Fuel Gas Supply Corp.
Newco Waste Systems of NJ, Inc.
New Jersey-American Water Company
New Jersey Natural Gas Company
New York-American Water Company
North Carolina Natural Gas Corp.

EDUCATION:

1973 - Clark University — B.A. — Honors in Economics
1991 — Rutgers University — M.B.A. — High Honors

PROFESSIONAL AFFILIATIONS:

Northumbrian Water Company

Ohio-American Water Company

Oklahoma Natural Gas Company

Orange and Rockland Utilities

Paiute Pipeline Company

PECO Energy Company

Penn-York Energy Corporation

Pennsylvania-American Water Co.

PG Energy inc.

Philadelphia Electric Company

South Carolina Pipeline Company

Southwest Gas Corporation

Stamford Water Company

Tesoro Alaska Petroleum Company

United Telephone of New Jersey

United Utility Companies

United Water Arkansas, Inc.

United Water Delaware, Inc.

United Water idaho, Inc.

United Water Indiana, Inc.

United Water New Jersey, Inc.

United Water New York, Inc.

United Water Pennsylvania, Inc.

United Water Virginia, Inc.

United Water West Lafayette, Inc.

Vista-United Telecommunications Corp.

Washington Natural Gas Company

Washington Water Power Corporation

Waste Management of New Jersey —
Transfer Station A

Wellsboro Electric Company

Western Reserve Telephone Company

Western Utilities, Inc.

Society of Utility and Regulatory Financial Analysts (serve as Secretary/Treasurer from 2004-2006)

Energy Association of Pennsylvania

National Association of Water Companies — Member of the Finance Commitiee
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Water Service Corporation of Kentucky
Summary of Cost of Capital and Fair Rate of Return
Based on the Actual Consolidated Capital Structure of Utilities, Inc. at December 31, 2004

Weighted
Type of Capital Ratios (1) Cost Rate Cost Rate
Total Debt 5591 % 7.28 % (1) 4.07 %
Commaon Equity 44.09 11.45 5.05
Total 100.00 % 9.12 %

(1) Company-Provided.

(2) Based upon informed judgment from the entire study, the pnncnpal results of which are
summarized on page 2 of this Schedule.
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Water Service Corporation of Kentucky
Brief Summary of Common Egquity Cost Rate

Proxy Group of Three
Proxy Group of Six AUS Value Line {Standard

Utility Reports Water Edition) Water
No. Principal Methods Companies Companies
1. Discounted Cash Flow Model (DCF) (1) 98 % 101 %
2. Risk Premium Model (RPM) (2) 10.6 10.8
3. Capital Asset Pricing Model (CAPM) (3) 10.4 10.8
4, Comparable Earnings Model (CEM) (4} 14.3 14.2
5. indicated Common Equity Cost
Rate before Adjustment for
business Risk 10.70 % 10.90 %
6. Business Risk Adjustment (5} 0.60 065
7. Indicated Common Equity Cost
Rate after Adjustment for Business
Risk 11.30 % 11.55 %
8. Average 11.43%
9, Recommendation

Notes: {1} From Schedule PMA-S.
{2) From page 1 of Schedule PMA-10.
(3) From page 1 Schedule PMA-11.
{4) From page 2 and 4 of Schedule PMA-12.
{5) Business risk adjustment to reflect Water Service Corporation of Kentucky's greater
business risk due to its small size vis-3-vis each proxy group as detailed in Ms.
Ahern's accompanying direct testimony.
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Water Service Corporation of Kentucky
Derivation of investment Risk Adjustment Based upon
Ibbotson Associates' Size Premia for the Decile Portfolios of the NYSE

From page 5 of this Schedule.

Line No. 1 — Line No. 2 and Line No. 1 — Line No. 3 of Columns 3 and 4, respectively. For example, the
4.42% in Colump 5, Line No. 2 is derived as follows 4.42% = 6.41% - 1.89%.

At December 31, 2004 from Water Service Carporation of Kentucky's Annual Report to the Kentucky
Public Service Commission for the Year Ended December 31, 2004.

With an estimated market capitalization of $8.594 million (based upon the proxy group of six AUS Utility
Reports water companies) and $8.890 {based upon the proxy group of three Value Line {Standard Edition)
water companies), Water Service Corporation of Kentucky falls in the 10" decile of the
NYSE/AMEXMNASDAQ which has an average market capitalization of $104.276 as shown in the table on
the bottom haif of page 3 of this Schedule.

Size premium applicable to the 10" decile of the NYSE/AMEX/NASDAQ as shown on page 15 of this
Schedule,

From page 1 of Schedule PMA-3.

With an estimated market capitalization of $752.830 million, the proxy group of six AUS Utility Reports
water companies falls between the 7™ and 8" deciles of the NYSE/AMEX/NASDAQ which have an
average market capitalization of $735.888 million as can be gleaned from the information shown in the
table on the bottom half of page 3 of this Schedule.

Average size premium applicable to the 7" and 8" deciles of the NYSE/AMEX/NASDAQ as can be
gleaned from the infermation shown on page 15 of this Schedule,

From page 1 of Schedule PMA-4.

With an estimated market capitalization of $1,341.742 milion, the proxy group of three Value Line
(Standard Edition) water companies falls in the 8™ decile of the NYSE/AMEX/NASDAQ which has an
average market capitalization of $1,267.17 1 milion as shown in the table on the bottomn half of page 3 of
this Schedule.

Size premium applicable to the 6™ decile of the NYSE/AMEX/NASDAQ as shown on page 15 of this
Schedule.

Source of Information: Ibbotson Associates, Stocks, Bends, Bills and Inflation — Valuation Edition — 2005 Yearbook,

Chicago, IL, 2005
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